ED 040 100

AUTHOR

TITLE
INSTITUTION
SPONS AGENCY

BUREAU NO
PUB DATE
TONTRACT
NOTE

TDRS PRICE
DESCRIPTORS

IDENTIFIERS

ABSTRACT

DOCUMENT RESUME

24 SO 000 029

Wiggins, Suzanne

FCON 12: Teacher's Materials. Units I and II.

San Jose State Coll., Calif.

Office of Education (DHEW), Washington, D.C. Rureau
of Research.

BR=-5-1113

14 Jan €€

OFC-5-10-068

320p.

EDRS Price M%-$1.25 HC-3$16.10

curriculum Guides, *Economics, Fxperimental
curriculum, *Grade 12, *Inductive Methods, Programed
Materials, Programed Units, Secondary Grades, Social
studies, *Social Studies Bnits, *Teaching Guides
Suzanne Wiggins Helburn

The objectives of this experimental 12th grade

economics course begin with an understanding that "economic analysis
applies a set of basic concepts and their interrelationships to
problems (involving) economic scarcity." Fifteen basic concepts are

to be learned ({e.

g., want, markets, money, etc.) as well as the

Jefinition and vocabulary of economics. Students will also know how
to do and evaluate economic research. The two units cover fifty class
sessions. Lessons in Unit I, "What is Fconomics,'" deal with scarcity,
production, exchange and money, economic exchange systens, circular

flow, values,

and the definition of economics. The definition and

function of the price system, models in social science, the market
under certain conditions, industrial market structure, and the auto,
aluminum, and telephene industries comprise the lessons of Unit ITI,
"y. S. Price System." Inductive methods are utilized. Instructor's
naterials for most of the lessons include a content outline, lists of
behavioral objectives, summaries, and background materials. Answers
to student worksheets are provided for both units, and three
multiple-choice tests are provided for Unit I. 1émm, slide, and
overhead projectors are required. Related documents: Student
Materials (SO 000 030); Revised Student Materials (SO 000 110) ; Final
Report (ED 028 093). (DJF)
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ECON 12 - UNIT I: TEACHERS INTRODUCTION TO UNIT

ISSUED JAN. 1966

Objectives. (All of these are long-run objectives of the course.

Because the following units will develop these objectives further,
few of these objectives will be fully achieved in Unit I.)

1. Students should understand that (1) economic analysis applies
s set of basic concepts and their interrelationships to problems
involves economic scarcity; .and (2) an analysis of an economy
involves an application of this conceptual framework.

2. Students must gain some initial facility in the use of these
concepts (recognition, discrimination, paraphrasing of defini-
tions) and in relating one concept to another. The concepts are:

. wants

resources

scarcity of resources

. economic activity to overcome scarcity; production, consump-

tion, exchange, saving, investment

productivity :

production specialization, types: product specialization,

division of labor, use of capital

comparative advantage

alternative cost

diminishing returns

markets

money

economic system (an economy), the structure of economic

institutions

m. economic decisions; what to produce, how to produce, how to
distribute output ‘

n. economic goals: security, freedom, justice, progress,
efficiency

o. conflict of interest
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3, Students must learn a basic vocabulary, including the concepts
listed above, as well as some other commonly used words in
economics: land, labor, capital, management, factors of
production, goods and services, input, output, firm, household,
income, wealth, assets, liabilities.

4, Students must learn the definition of economics. They should see
that to some extent we can discriminate between what is economics
and what is not, but that ultimately, economics is a way of looking
at social organization, an&bstracting out of certain aspects of
the general activity of people (given examples of social activity,
students will choose those involving economic problems).




For purposes of this course, econcmics is defined as the study of the
"economic organization" of society, that is, of the way production,
exchange, consumption, saving, investment are organized to overcome
scarcity. Economics is concerned with the decision-making process
which determines economic activity rather than with the activity
itself. Economics can be broken down into basic and applied research.
Basic research involves an analysis of the economic system:

1. Microeconomics: Study of individual production and consumption
units and of the what, how, for whom decisions. It requires
observation of behavior of economic institutions and development
of theories regarding the behavior of these institutions.

2. Macroeconomics: Study of the total system and of the determination
of aggregate income., It requires measurement of aggregate statis-
tics and a theory of aggregate income determination.

Applied research involves solving problems related to decisions which
must be made by business, government or citizens; it relates to both
micro. and macroeconomics:

l. Evaluation of the effectiveness known policies in achieving given
objectives.

2. Invention of new solutions to economic problems.

Students should recognize that rational decision making (careful choice)
is required to overcome scarcity. Students should be able to use a
rational decision making procedure which involves

1) specification of objectives

2) specification of constraints on achieving objectives
3) specification of alternative solutions

4) calculation of alternative costs of different solutions
5) choice of optimal alternative.

Students should recognize that conflict of interest which grows out of
the existence of scarcity, is a fact of life that they must learn to
adjust to,

Students should recognize that the appropriateness of a policy or of
some given economic behavior depends on the goals and interests of the
person Judging the policy or the behavior.

The purpose of Unit T is outlined in the seven lessons of the unit:

Scarcity

Production

Exchange and money
Economic exchange systems
Circular flow

-
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6. Values, economic conflict and the role of economic institutions
in conflict resolution
T. A definition of economics

Fach of the first six lessons is designed to present the student with j
an aspect of the nature and scope of economics. In lesson No. T, :
the student will draw together the material from these six lessons
and, with the aid of the teacher, induce a definition of economics.

Lesson No. 1 presents the centré&l problem with which economics is
concerned and introduces the "want-satisfaction chain." This lesson
Presents the basic economic activities of production and consumption
and bhegins to build a vocabulary of economic terms.

Lesson No. 2 presents an analysis of the principal solution to the
scarcity problem (specialized production) and elaborates this
analysis by introducing the concepts of the organization of produc-
tion, diminishing returns, absolute aund comparative advantage, and
alternative cost.

Lesson No. 3 expands the concept of specialization with an analysis
of exchange (a product of specialized production) and the role of
money as a means of making exchange more efficient. Money provides
a group of specialized services which any developed economy must
have to function efficiently. The existence of money creates the
Possibility for separating the act of saving from the act of
investment.

Lesson Vo, 4 develops the concept of an economic system by presenting
a comparison of two zconomies, one Primitive and the other our own.
The comparison provides (1) a basis for defining an economic system
and (2) a method for studying an economic system. The economic
system, or economy, of a society is (1) the total group of economic
institutions which carry on the basic economic activities ang (2)
the exchange relations between these institutions, It is usually
pPossible to construct a diagram of these institutions and the
exchange relationships between them. Such s diagram is a useful
pedagogical tool to aid in explaining the economic organization of
& society and the basic economic interdependencies between insti-
tutions.

Lesson No. 5 begins with an inductive learning experience in which
the students derive an exchange diagram for the U, S. economy .

This is a circular flow diagram which describes the exchanges
between firms and families., This circular flow diagram is then
used as a basis for comparing the U, S. with the Tsimshian and the
Soviet economies. This allows the student to expand the definition
of economics to include the study of the operation of an economy

8s a-complete system, i,e., macro-economics, The circular flow
diagram is then converted into an animated model (8 min., film) of
the U, S, economy, which is used to explain the salient macro-
economic features of the econony.




Lesson No. 6 extends the study of esconomic systems to an evaluation
of the efficiency of the system, that is, to a consideration of the
relation between the values or goals of the society and the economic
organization of the scciety. The end objectives or goals of economic
activities are classified into five categories: economic progvess,
f economic security, economic Jjustice, economic freedom, and economic
% efficiency. For any one society some of these goals or values will
be more important than for another society. Because of scarcity
there is no society where it is possible to satisfy all these goals.
The relative importance of these goals is reflected in the economic
structure of a society. In this lesson students will compare the
value system of the pre-Columbian Tsimshian Indians with that of our
own society and will study the relation of these values to the economic
organization of these two societies,

This lesson also points to the existence of conflict of interest
(between individuals and groups in the society) over the use of
scarce resources and over the relative importance of conflicting
goals for the society. By referring back to the comparison between
the Tsimshian and contemporary U. S. economies, students will learn
that conflicts of interest arc¢ rcsolved itnrough market, government,
5 or traditional decisions. Through class debate on the'superiority ’
% of the Tsimshian versus the U. S. versus the Russian econony, '

g students will recognize that the judgment about "superiority" is a
i value judgment and that a person's judgment can be "wrong" only if
there is inconsistency between his values and available economic data.

Lesson No. T begins with a micro-program which presents, in a formal
way, the definition of economics contained in the first six lessons,
The student is then given a series of mis-statements about economics,
g which are common among adults. He will respond to these statements
% in an essay, dialogue, or other written form, by pointing out and
correcting the errors,.

Introductory Reading for Teachers

The success of this unit rests with the teacher. It is very important
for the teacher to understand the rationale behind the organization
and design of lessons in order to test the effectiveness of the

unit in introducing students to the nature of economics. The foll-
owing two essays are reproduced here to provide you with some back=--
ground reading on the definition of economics. The first essay of
economic literature is Lionel Robbins' "The Nature and Significance

of Rconomic Science." The second essay, which first appeared in the
American Anthropologist, is Robbins Burling's "Maximization Theories

and the Study of Economic Anthropology." In order to avoid confusion
of names, it should be kept in mind that two men are involved, Lionel
Robbins and Robbins Burling.




Lionel Robbins' essay was written to establish the area of social
activity which constitutes the subject matter of economics and to
analyze the nature of the science. The essay is now thirty-five
Years old, but it rewains the basis of most discussions on the
nature of economics. It was written to challenge what Robbins
considered to be misconceptions about the nature of the economics
discipline. Until Robbins presented his analysis, most economists
believed (1) that the subject of economics was the material aspect
of man's existence; (2) that economics was concerned with the
achievement of "economic ends," and (3) that these ends could be
measured in absolute guantities. Robbins analyzed each of these
Propositions and concluded that economics is not limited to the
material aspect of man's existence, nor is it solely concerned with
purely "economic ends" which can be reduced to absolute quantities.
"Economics," he said, "is the science which studies human behavior
as a relationship between ends and scarce means which have alter-
native uses."

In the three decades which intervened between the publication of
Robbins' book and the appearance of Burling's essay, many of the
misconceptions which Lionel Robbins had supposedly laid to rest

re appeared, Burling once again examines these misconceptions

and then proposes a model for the analysis of society which incor-
porates Robbins' definition of economics. It is a general ex-
change model which interprets all social actions as exchanges
involving the matching of some means to ends.

The source of Burling's interest in the theoretical founda-
tions of economics is the need of anthropologists for a
theoretical foundation for examining the economic activity

of societies at all levels of economic development. The growing
interest of anthropologists in this field arises from the mani-
fold problems which newly developing societies are facing and
for which traditional economics has had no ready answers,

Burling begins by stating five definitions of economics and
analyzing the implications of each definition. 'The definitions
are: (1) Economics deals with the material means to man's exist-
ence, (2) Economics studies the production, distribution and
consumption of goods and services, (3) Economics (when used by
anthropologists) treats in primitive societies those areas of
life which economists study in ours, (4) Economiecs is the study
of systems of exchange, whatever the particular institutional
arrangements surrounding them may be, (5) Economics is the

study of the allocation of scarce means to multiple objectives or,
more broadly, "the science which studies humen behavior as a
relationship between ends and scarce means which have alternative
uses." (Robbins, p. 16)
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Burling refutes the validity of the first four definitions

and presents a lucid argument for reaffirming the validity of
the fifth, as originally stated by Robbins. He then enlarges
the application of economics, so defined, to include the study
of any social system or social sub-system designed to allocate
anything which is scarce, be it goods, services, love, prestige

or power. The model he introduces for this purpose is that of
a system of exchange. By viewing society as a system of"

exchange in which men try to act so as toc maximize satisfactions,
Burling presents us with a mecdel which allows ue to study any
group of societies on a comparative basis. Thus the concept

of & socio-economic system enables us to analyze society as a
system of institutions devised by men to satisfy their psycho-
logical needs. The social institutions, and the exchange
relationships which tie them together, form a structure which.

can be studied in whole or in part. A market economy can be
studied as a macro-structure which operates to generate some level
of national income, or it can be studied in its parts. For example,
we can study the firm as an institution with & particular struc-
ture and, beyond that, a specific industry which also has a unigue
structure., Thus the concept of a socio-economic system is a
uscful pedagogical tool for enlarging the student's comprehen-
sion of the meaning and use of economics. In particular, this
exchange model can be used to analyze simple, pre-monetary
2conomies; such an analysis forms the basis for a comparison

with our own economic system and this model is used inr Lesson

No. 4 on Economic Systems. Hopefully, the student will see

that our own socio-economic system, with all of its complexities,
is simply the system we have developed to satisfy ocur unlimited
dasires for goods, services, love, prestige and powver.

Unce the idéa of an economy as &a system is grasped, it should
not be difficult to bring the student to the realization that
the institution which dominates our system is. the market and
thet ilost of our desires or wants can only be satisfied if

wve engage. in market transactions. We must sell our services

in the market and satisfy most of our wants. by purchases in the
merket . Indeed, the goods and services (as well as the love,
prestige and power) we command are often determined by the
8kill with which we function in the market.

Because the market dominates our socio-economic system, the
economic theory we must use for our own economy is principally
the theory of the market. Because a fully developed market
economy uses money, the function of prices in determining

how we allocate scarce resources is central to understanding
how our physical and psychological needs are satisfied.

The use of money also allows us to quantify the study of our
economy and to use the ideas of costs and profits to determine
whether or not we are efficient in allocating our scarce

resources,
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If the student is able to move from the general idea of a
socio-~economic system to the specific idea of a socio-economic
system based on the market, it should be possible for him to
avolid the misconception that economics is only the study of
what we buy and sell (dull stuff to most students).

{ Finally, there is one clarification which should help the
student better to understand the nature and purposes of

3 economics: when we use such terms as "economic activity"

“ or refer to an economic activity such as production, consump-
i tion, saving or investment, we are using abstract concepts.
These are useful and necessary words in any economic discourse
but the student should always keep in mind that there is no
purely economic activity, rather there is an economic aspecttn gener-
al social activity, such as productlion; its economic aspect
might seem exclusive but it always has a social and political
aspect, perhaps even a religious aspect as well.

The phrase "economic activity," which will be used throughout
the course, is simply shorthand for "the economic aspect of
social activity." The economic concepts and models to be used
in the course are techniques of abstracting the economic aspect
of social activity., They allow us to speak of economic activity
without having to concern ourselves with such things as polit-
ical or religious questions. We should, however, make certein ]
the student doesn't take the theoretical concept or model for f
reality and forget that these "economic activities" are imbedded

in the totality of our socio-economic system.

| If the student can keep the distinctions presented in this 1
- unit clearly in mind, he will be a rather sophisticated observer %
1 of society and will have an insight into the nature of society ]
L and the nature of the intellectual tools which social scientists
have developed for studying society.

T T




LESSON NO. 1

SCARCITY
4 DAYS
Table of Contents and Specifications

Instructor's Materials

Content Sequence

Long~Term Behavioral Objectives

Short-Term Behavioral Objectives

Summary Chart - Content and Objectives

Lesson Sequence Chart

Lesson Sequence

Slide Show No. 1

Overhead transparencies for want satisfaction chain

o~NONVMSWNO

Equipment Needed

1. Film strip projector
2. 10 X 10 Overhead projector

Student Matgrials

1. Worksheet No. 1
2.. Short stories by E.M. Forster and L. Tolstoy
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LESSON I CCONTENT CUTLINE

ECOM 12 UNIT

3 DAYS
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1. Men have weaats, They are cf two. kinds: | i;.;:}

; a. Ph’”lcal-—baalu neads for food clothng, sheltor' T

] b. Psychological —- needs. for the, com;o*r of mln aud dey, including
; needs for prestige, powver, Love, securlty

1

1 2. For iost men, wanin are never satisfied:
a. [hyzical needs necessarx ily keep coming back - we get huﬁgry,

choas wear out - and the pattern repeats itcelf

i
vl

r
>

b. GCther psychological and wants change our phyglcal environment end

2% we pass through the life cycle;

; c. nzw psychological and phiysical wants are created by technological
1 change which meke it easier €O satiafy 51mplier wants. and crea

.....

4 rew desizahle geods and cervices

~

Pl

E 3. The gocds zad services with which we satisfy wants come from, re-
; sourcas. Usuzally, we take a number of resources (i puts) which we
' comoine (product oa) to produce goods and/or services, (output) .

s of satisfying wants is showu visually by the Y"want satis-
] H
in

A L. This proces
facticn chz

5. ECCnOnL"* often lshel "input of resources” as "factors of production”.
These factors of production are divided into threze categories: lLaui,
lakor, capital The outputs of the process of production are divided
into two categories - (a) goods and (b) services. .

N
3

(&)Y

. The gas betwzan whnt pecple want and the resources available to f£ill
the want is, in esumsmist talk, scarcity. .

) 7. Sccreity does not “,C°svarilj mean "few''. It means ‘'mot enough to -
3 satisfy the want." We can have many of a given resource and yet etill
; have scarcity because!

; a. wants still exceed resources, Or

i b. resources are somehow "locked up' and not available to be applied
] to wants (they must be dvg up, traansported, etc., before they be- .
come available).

8. A resource may be scarce {nr several reasons:
a. it may be scarce in one place and not in another (example, water;
b. it may be scarce one time but not at another (example, buggy whips),
c. for one group of persons but not for other groups (example, camels).
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Page 2
; "~ 9. There are five ways of overcoming scarcity:
] - . .a. .produce more from present resources; - L e
1 b. increase the amount of resources; ¥ s
1 c. make the goods and services produced more want satisfying,
d. redistribute what is produced;

€. reduce the number of wants.

1 © 10. The fifs; four ﬁays in?olve.physicdl;resources, changing ‘the quantity,
quality, or distribution of goods and services. The fifth involves
.;. : human nature, changing people's state of mind of body.

@
.-,J.

i . li,J'Econdmiésﬁis mainly conceﬁﬁedﬂwith the study of the first four -
% - . -, ;the material solutions-of the SCarcity problem.

3 12. 1In applying these solutions, we are seeking to achipve the economic
4 ..,g0als of society: R | . 3 oo
4 ey a.,- Security R RETINE ; e R .. ..
e . be ifreedom L o I S L
c. Justice
! d. progress
1 ... e.,.. efficiency : TS R S SO PR
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Long-term Behavioral Objectives

l. Given a list that contains at least six examples that include both
. physical and psychological wants: * L '
3 a. names the two categorfeés of wants T
1 b. cateoorizes the items ‘in’ the list iy
SN ~h IR :,x \ o i s
g 2. In own words, explains why the two categories of wants ‘can’ never be
. permanently satisfied and gives examples of each, for’ example:
g oL A physical wants are cyclical; example, three meals .a day,
vatt 7T b psyclblogical wants are self-proliferating, as one want is sat-
SR R R sified it nourishes andther because of the insatiability of
4 hundh desires or becaudé it creates new conditiond with new
5 wants; examples, a coat in the new fashion color, more. freeways
4 -l thgeause more people get cars. _ S

. e - . .~
Ve ‘ ) . ! R VR it

’ In completing the want oatisfaction chain, identifies resources,

“facdtors of ‘production, inputs, outputs, land, labor, capital, pgoéds

and services. Given ten examples of same, categorizes tﬁem correct-
ly. L " v

¥
'
!

-:w

1 4. Defines "scarce rescurces.” Answer should include, in own'words,"A
4 resource of which there is not enough to satisfy wants,"

5. Given examples that illustrate the five solutions to the scarcity
problem, states, in own words, the generalization for each. (i.e.,
(1) Produce more from present resources; (2) Increase amount of re-
: sources; (3) Make goods and services more want-satisfying; (4) Re-
; distribute what is produced; (5) Reduce number of wants). Gives
examples of each.

|,
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L , Short-term Behavioral Ogjectives

E - LIS BT PANEY _'.ﬂ‘,u teyr

hat

Given examples of- typical physical and psychological wants, in a
slide show presentation:
‘a., ddentifies theém as physical“br psychological; - |
b. recognizes tliat it sometimes is hard’ to put examples in only
one of the two categories of physical or psychological;
"e. explains why each canmdot.bé! permanently satisfied (how)°
2. Following reeding of newspaper articles, in classroom discussion,
supplies examples of wants and places then the categories of:
a. physical
b. psychological
3. Derives in classroom discussion, want satisfaction chain in which
following are listed:
a. wants - physical and psychological
b. wresources - inputs, factors of production
c. production
d. outputg
e. distritution
f. consumption
g. satisfaction
ul
1 I
' , i
g Wants (Pliys-— Inputs Production Outputs Distri- Consump-  Satis-
' ical, psycholo~ (Factors) (goods, bution tion faction
{ gical services)
? 4. Given a list that includes "can't tell" items, identifies scarce
1 resovrces. (Worksheet I, Frame 9, Crusoe problem)
? 5. After reading rorster's story, Mr. Andrews, in classroom discussion:

a. lists at least four examples of wants contained in the story;
b. categorizes them as physical or psychological.

! In classroom discussion of Forster's story, identifies the passage(s)
i that are the moral of the story as it touches upon economics. (e.g.,
'R "Though he had all that he expected, he was conscious of no great

- happiness...In that place, their expectations were fulfilled but not
their hopes..'We desire infinity and cannot imagine it.") or,......

e In classroom discussion of Tolstoy's story, identifies the moral of 1
: the story as it touches upon economics.
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Page 5

.
NS -

in elassroom discussion, given thz concept of scarcity, induces

the five solutions to the scarcity problem.

In classroom discussion, induces that scarcity and its satis-

_faction are at, the heart of the study of eccnomics.

Given a list of resources, categorizes them correctly as land,
labor, or capital.

CE
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CONTENT

TEACHER

VISUAL

Wants:

1. Two kinds - physical and
psychological

2. Never satisfied because
they are cyclical and
ever charging (growth)

DAYS 1 AND 2

Introduces lesson with a
short talk and shows slide
show No. 1 .

Aids students in completing
Framegflgﬁ,

il

P *
coaw )o;
R BT

Slide show No. 1
(Title not yet de~
termined)

Chalk Board ~ List
of wants drawn from
slide show.

Resources:
Resources=Inputs=Factors of
Production=Land,Labor and
Capital
Inputs-Production-Output
Outpuis—~-Goods and Services
Wants Satisfaction Chain

Present transparencies of
want satisfaction chain.
Ask questions which will lead
students to identify com~
ponents of the chain

Check student's work on Frame
4, check students' homework

Overhead trancparency
sequence of want
satisfaction chain

DAYS 2 AND 3 on Frame 5, and correct in
classroom discussion
Scarcity: Aid students in completing

Definition of a scarce re~
source

The five solutions to the
scarcity problem
Definition of economics

Frames 6, 7, and 8

Check students' homework on
Frames 9 and 10, and correct
in classroom discussion.

Aid students in completing
Framz 11 with a classroom

discussion of the short
story of stories. Conclude
lesson by using the trans-
parencies of the want
satisfaction chain to in-
duce the five solutions to
scarcity problem; define
economics (Frame 12).

Overhead transparency .o
sequence of want
satisfaction chain




_ listed on chalk board, gen-
k| eral statement about wants.
i Frame 2-wants listed on

f egories given in Frame 1.
'  Frame 3-wants taken from
i newspapers also placed

; under categories in Frame
1. :

WV chalk board ‘placed in' cat- *

1. Two examples of wants
drawn from newspaper
articles; '

2. Short stories by Forster

and Tolstoy due on day 4.

WORKSHEET - -. HOMEWORK EVALUATION
}  Frame l-categories of wants Day 1 Frame 3; end ci

lesson, self-graded
test; end of -unit
test. .. ¢

T

FRAME 4 - want satisfacqion
A chain ‘

Day 2
Frame 5 to be completed
for day 3.

Frame 4; end of
lesson, self-graded
test; end of unit
test -
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‘Day 3

Frames 9 ‘and 10 to be
completed for day 4.

Frame 12; end of
lesson self-graded
test, and end of
unit test.
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Coeer

% ' This lesson has foui’ teaching leatning inStruments: 1) a film
"8trip, 2)'a-set of overhead- transparenéies, '3) a studént workshecet

and two stories: L.M. Forster, Mr, Andrews; L.Tolstoy's, How Mioch =~ -
Land Is Enough. The lesson will réquiré’a film strip projector and an
overhead projector. T e WOT : '

et

Day 1

PO
Y

l. Instructor can make any intorductory remarks about the lesson which

e feals will help to orient the students.

Fy et

-

.'2..,Show,film;strip and conduct disgussion_wﬁich followé:

" The bééinnipg:of the discussion should be general. The film strip

encs a3 folluws: '"Man doesn't want much - just enough tc ba happy."
Two questions: ilow much is enocugh? How does he get 1t? After the
studentz discuss these, it might be good to ask, "What is the point of
the film strip and what does it have to do with economics?" When it
is cleaxr that wo one 1s certain about the aaswver, the instruztor can
Preposz an analysds of +he film strip in order to get an aaswer.,

ysis can begin by having the students name the things which
he £ txdp srnowed that pecple wanted, ' These should be written on

. tl board. The lisi. should illuatrate each of the points made

1z the £iln styip: .
1. man hos physical wants
2. ran has both plysical and peycholugical wants which arise from:
a. psychological need
b. the changing technology in which he lives
ats chonge wirh age
¢ waents are private, other public.

)

The dustructor's questions, during this part of the discussion should
be designed to elicit a list of wants which can be placed in categories
(Freme 1) such ae ~ phycical, social, psychological, basic, gecoadary,
public, private, etec. The class should finally decide that physical
and psychological are the two basic categories, but that wants are often
both payeical w.d poychologlcal., Frame 1 should then contain a state-
ment that waats ave beth.physical and psychological, that they change
with aze, that they change as soclety changes, that some are satisfied
privately aud some publicly.

3. Frem2 2 can b2 used to clarify the points in the general state-
ment:,

4. FHomowoerk assigrument:
a. The studants are to bring to class, the next day, examples of
two wants whichi they have taken from newspaper articles - not
advertisaoments.

They are to begin the short story, or stories, and have them
read in two darys.




Page 2

? o atrae! i o Lesson Sequence

s owm e e

Daz 2

Frame 3 - During classroom discussion, student will offer examples
of wants drawn from newspapers and categorize them, as he recites,

using the categories in Frame 1.

[ 2. Presenn the want satisfagt;on chain, using the overhead transpar-
i encles. " Frame 4 1s a test frame for this exercise and Qtudenta
é . should complete it as follows: . SEPRTS

. , + f
[ VRS LI . e ‘

1 ., Wl : . : ‘ :
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3. Homework - students to complete frame 5.

. « .
_; ‘e P & « %
1 Flee PR ) L . [N Kl .

Day 3 .. b e st ' .
3, fe ¢ Ched 3% ol e WS o Yy . e 4y, — « s v =

1. 1. Review frame 5 to clear up any confusion and to discuss the prob-
lems which arise when an item falls into two categoriles, e.g., in-
puts and outputs. Students should see that no category is clear
enough to avoid marginal cases.

PO
- .

If the students make errors in categorizing items according to land,
y labor, and capital, or goods and services, the reasons for these
e errors should be discussed and the errors corrected.
2. Complete frames 6, 7, 8

3. Homework ~ frames 9 and 10

Day 4
1. Clarify any problems with regard to frames 9 and 10.

2. Complete Frames 1l and 12 during classroom discussion.

e For item 3 of frame ll, class responds with at least four examples
of wants from Forster story and categorizes them as physical or

! psychological. Class also identifies passage list in short-term

- behavioral objective No. 5. N B

a If item 4 is used, class identifies the moral of the story. They

: should discuss whether the Dev'l represents man's evil nature. or

o whether it is simply man's nature and has nothing to do with good
and evil.
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IR Lesson Sequence
For frame 12, the five basic ways men have tried to make resources =
ET . wants arep, . . . . L e " ‘
1. Théy have tried to increase the amount of_écarce resources.
:2+. They have tried to produce more with the resources available..
SIM”They have taken what has been produced and: divided it.so.that it
satisfys more wants.
4. They have tried to produce different things which provide more satis-
faction.
5. They have tried to limit the number of wants.
The economic goals of our society are: security, freedom, justice,
progress and efficiency.
.. ’ . jid AL
Our first definition of economics is:
Econcmics is the study of how men have tried toc overcome scarcity -
by making resources = wants.
- | : . : y T i ' ree !
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LESSON 2 - PRODUCTION SPECIALIZATION E"CONTEﬁT'SEQUENCE

1.

" The three kinds of specialization die:’

Cr '
LY A A

To close the gap between wants and available goods and services,
men have persistently tried to make more efficient use of pro-
ductive resources.

This requires the choice .of the most efficient process of pro-

.....

duction. In order to make a rational choice; it is necessary
to calculate the production efficiency of each process of pro-
duction, to compare their efficiency,-and to calculate the rel-
ative efficiency of each process. . ;
Production efficiency is 4 measure of how much output is obtain-
ed for some unit of input, e.g., how many gears are produced
from a ton of steel. An important measure of efficiency is
output per unit of labor input, e.g., output per man hour.

When we wish to compare the efficiency of two operations it

is convenient to use money as the unit for measuring inputs.
The cost of all the inputs equals the cost of produciién.: By
using money to measure all the inputs, it is possible to cal-
culate how m-ch output is obtained for ‘each dollar of inﬁut,
regardless of what thé input is, 6r how much each unit of out-
put costs. The process which yields the lowest cost per unit
of output is the most efficient method of production.

The most important way preduction efficiency (productivity) is

. . .

increased is through specialization;

-
.

8. Resource specialization -- i.e., the specialized use of labor,
land, or capital to produce one product.

b. Division of labof:> Specialization of the production process
c. Use of capital

In resource specialization, inputs are used for special products,
This kind of specialization occurs when only one kind of crop
1s grown on a piece of land, or when an individual takes up a
speclalized occupation, i.e., carpenter, electrician, or surgeon.

Division of labor occurs when the process of making a product,
e.g., shoes, is divided into many steps. Instead of one man
making the whole shoe, the task is divided so that one might cut
the leather, another stitch the uppers, another sew in the welt,
etc. Often, this kind of specialization involves the division of
a production process into a series of operations so simple that
they can be handled by workers with little or no training. Thus,
the division of labor, using assembly line techniques, made
possible mass production with unskilled or semi-skilled workers.




NEDSS B P Y L e Co e e VT
] ‘ 9. The use of capital is the use . of tools, chhiges,'and build-
.ings to.obtain greater production efficiency. These capital

goods .range from simple things like rakes. and hoes to giant
clectronic calculators, factories and office bu;}dings.

1 Without capital, labor efficiency could not improve greatly
¢ 3 " and productivity would always remain low.,. The division.of

z wriy . - labor tends to create the need fqr,§peé1é;:téolé'(¢apital

3 . . . goods) arnd these tools create 2 need for even.greater divis-
1 ion of labor. Thus, specialization of all the fagtors of

;i . s+production is a comstantly sglf?reinfq;p;gg,brocéSs.

sty Ml st e | o iy

10. When capital .goods are used, we say éhéf:grodépﬁibn is round-
about. It is round-about because production takes place in
two stages, first, the capital goods are produced, and second
the capital goods are used to produce consumer gooeds.

= 11, Specialization.maximizes output by having each factor of pro-
i; duction (man, piece of land, capital goods) proddqb what it

] can produce best. We can calculate which factor should do
which job by using the Theory of Absolute and Comparative Ad-

Avantage.‘:quw

12. Because factors of production are not perﬁect”éhbstitues for
ih one ancther (they are not completely interchangeable) , any one
resource can help produce some goods or services more efficient-
ly than it cam;produce others. - .

The theory,.of absolute and comparative advantage proves
that output is increased through the specialized use of the
factors of production, and it provides; rules for deternining how

e to allocate resources between jobs. b;,“' '
- 13. When a factor is a more efficient producer of a particular out-
1 .~ puti than another factor, the factor is said .to have an absolute
: advantage in producing that output. . S

14. When one factor is a more efficient producer of two or more
.. outputs than another factor, the theory of comparative advantage
. applies. Even though the first factor can produce both outputs
, .. more efficiently, than can the second. factor, production is
;i .. maximized by having each factor produce that output for which
ol ..it has a comparative advantage. For ‘example, assume; (1) two
: factors A and B, and two outputs X and Y, ;(2) that factor A can
} . . produce both X and Y more efficiently than ‘can factor B. Then,
i 1. im-oxder, to maximize production, assign :

factor A to the output ]
for whigh is has the greatest advantage over factor B, assign
factor B to the other output. If factor A has the same advantage
% over factor B for both X and Y, there is no comparative advantage
and output will be the same regardless of how the factors are
. assigned.

t




15.

17.

18.

Ceeyt
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" assignment of production, factors to outputs can bé

altérnative cost.

When the theory of comparative advantage appiies, the
L

made by computing the efficiency of ‘each possible pro-

‘duction process, reélative to the other production’proc-

"esses, |

whénever we'calculate the cost 'of a given output in terms
of the other cutputs which could be produced by“the factors

' dsed‘in producing the given'ouﬁput, we arg~caldu1a§ing the

alteérnative cost of the givien‘output. SRR
' For example, if 'an acre of land can produce éither 10
bushels of wheat or 20 bushels of corn we can express
the alternative cost of wheat or corn as follows:
1 bushel of wheat costs 2’ bushels of corn
' ot o
1 bushel of corn costs 1/2 bushel of wheat.

When an output is produceéd in accordance with the theory
of comparative advantage it is produced at' the minimum
In any productive process which combines two or.fhore

. factors, one of which is fixed, there is a limit to the
efficiency of productidn. “AS factors of production arel
‘added) at come point the resulting increase in output will
be smaliér for each additionmal unit' of input. .  This situ-
ation is described as ‘the law of diminishing réturns.

a "Fpp’ekhmbié;'assume,ffor‘a'given output’y that
s e ‘ A - SR S SRR
1. It is produced in a limited space, aid': .’
2. efficiericy of production -can be incredsed by the

addition of labor inputs .
P AnL NI e, Dot o . P o
‘Theén, at some point, additional labor imputs’ will ‘bring
smaller and smalle? incréases in output  because -as' men
are added to the limited space there will finally be so
many of them that tqu,will get in each other's way.

 The law 'of diminishirg returns can also be shown by
the 1llustration of growing potatoes in a floweér pot. One
potato plant will produce a given wéight of 'potatoes, and
two potato plantg might’produce a slightly greater weight,
but three plaats will produce less than one and four or
more would probably prdduce no potatoes’at all. -

‘Economists are fond of using ‘this illustration to show
that.if it vere nhot for the "law 'of ‘diminislitng returns, the
wgﬁlglg'food supply could be grown-in a'single flower pot.

B O oL S ) eyt C e
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The student: IR

l.

2.

'correctly.

4

LONG-TERM BEHAVIORAL OBJECTIVES
.o ..:.‘j ,'l

Given data on one input and the levels of output of a production
process, will calculate the productivity ratio for the one input.

Given data for a series :of different production processes for
the same output, which gives the dollar ‘costs .of using different
inputs, will calculate the dollar cost of the output for each
production process (set of.inputs)..and ranks.the production
methods in descending order of cost (efficiency) The data will
include irrelevant. information.

Given examples of each type of specialization, will label them

as examples of 1) resource specialization, 2) division of labor,
of" -3) use of capital, or 4) .combination of 1,2, or 3y:and will
deséribe why productivity is increaaed in each instance.

Given data on the productivity of two- inputs producing two out-
puts, calculates the efficiency of each production process, rel-
ative to the other production processes) calculates the~altern-
ative costs for each production alternative, and chooses the
most efficient allocation of inputs.

Given examples of absolute and comparative advantage labels them
Will write a one sentence definition of alternative cost which
states that the cost of any given output can be expressed in
terms of the alterhative outputstwhich could have been produced
with the same amount of inputs'used. to produce the given output,
e

Given an example of a production process with an increase of
units of one' input and a decreaséd..dn: ‘the :additions- to output,
willl label it as an instance of tHe :law of diminishing returns.

\ L l

Will, in own words, define diminishing returns (additions
to output are less for each additional unit of lone .given input)
and given an example cf diminishing returns ‘and why, in this
example, returns diminish, e.g., workers get in each other's way.
 Given data on three production processes, one.of which
shows diminishing returns, will chose the onc:.showing diminishing
returns and indicate at which level of input :diminishing returns

set ‘in. 3

.
.
. : : T .

[T
(:;J LIS
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SHORT-TERM BEHAVIORAL OBJECTIVES

The student:

1.2. Given appropriate data on production alternatives .

a. Expresses productivity ratio in simplest form
+ for selected inputs. T
b. Identifies from alternatives the definition of
"total productivity." (Alternatives to include
definition of "one-factor productivity.')
’ R c. -Expresses total productivity in simplest form.
57 { .t . . .
d. Calculates relative efficiency of two production
' alternatives after reducing data to obtain total
o bea * ‘productivity. for each:alternative. - PRI
oo S o ' AR . et
'il. . Given' data .bn output and input for one.production alternative

and ‘the-telative efficiency of a second:production alternative,
calculates the output of the second alternative for a given

=k input’,.

(The input specified for Alternative-2 to be in similar

o units but’ different quantity from that of Altermative 1l; e.g.,

Input 1'ﬁi§ht”be in "per ton" while ‘Input'2.is’12 tonms).

L]

3. Given a table with headings andraftef seeing Ehe filﬁ on pro-
duction.

O CPRE [ R a.

b.
c.
.d.

L W

-~ 14st at'.least six examples of specialization in production.

Specifies the measure of productivity for each example.
Explains why each example increases productivity.
Labels each example as an instance of: . ! P

- (1) resource specialization
v . (2) division of labor
(3) use of capital

[ o

i 4=6. -Performsia specified production task, with varying labor and
vt v srédpitalidinputs, -and récords inputs and outputs on.a schedule.
From this recorded data, induces:
#1iohe aprreffect.on output of ‘various inputs
: b, "effect on output of..division of labor and use of capital

T Ce

the law of diminishing:returns-

7. Given a '"word problem" .involving both absolpte'and comparative
¢ advantage: Cl :

a.
b.

- distinguish betweenﬁihem by identifying examples of each.

calculates which production alternative has the comparative
advantage by comparing the relative efficiency of two

alternatives.
identifies the pairing of production means and outputs which

maximizes production by use of comparative advantage.

DTS T TIIIY AR T T S T T



; Given a "word problem" involving production means A and B,
4 _ their outputs for ome‘production activity ‘aj and bl,”thef,'
' output ap for the second production activity, and absolute4

advantage for A in both production activities: . .
- a. state the maximum value of by '

b. calculate the maximum value of by if B has the compara-
tive advantage in activity a.

8. Given data on two inputs and two outputs, computes alternative
cost of each output. : '

L 9, Given data on a production process with warying inputs and
outputs, which is an instance of diminishing returne, caleul-
ates a prcduction schedule, identifies the production protess
as an instance of diminishing returns and idcatifies the level
of inputs at which diminishing returus become operative.

i
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CONTENT

TEACHER

VISUAL

Efficiency: 1) Meaning, 2)
Ratios, 3) Inputs-~outputs,
4) Man/Hrs. 5) Identify and
compare ratios; 6) total
productivity (total cost as
measurement of input)

DAY 1

Explication of particular
frames of program for
students who to meet cri-
terion’ level on test, of
Program

5-10 min. lecture de-
signed ‘tc relate program
to film and to remainder
of lesson

Specialization

1. Resource specialization
2. Division of labor

3. Use of capital

DAY 1-2

Aid students in completing
Frames 1, and 2

Film on Pro-
duction
Specialization

Absolute and Comparative
Advantage

DAY 2-3

Relates program to film
and reviews program

Organization of Production,
Diminishing Returns

DAY 3

Organize production demon-
stration; aid students in
completing Frame 3. Aid
students in completing
Frames 4-8.

Alternative Cost

Discussion of theory of al-
ternative cost and aids
students in calculating al-
ternative cost.

Aid students in completing
Frames 8, 9 and 10.

Administer self-graded test
on Lesson No. 2,

-
. i




La

WORKSHEET
and/or
PROGRAMS, ...

HOMEWORK

EVALUATION

ey
e

Program on Efficiency

Following end of lesson
No. 1
Program on Efficieney..,.

.
eeit i 7“-". e,
CHR R B N RN

Criterion test om ~
Program

-

Worksheet :

Frames 1, 2 - analyze
film for types of
specialization, measure
of productivity, and
reasons for increase of
productivity

Wbrksheet. iy Do

Complete frames 1, and
2 1f necessary

|. Frames 5 and 6,
self~graded test on
Lesson No. 2, and
Unit I exam.

et

Program on Absolute and
Comparative Advantage

Program on Absolute and
Comparative Advantage

. i

-Criterion test on
+ Program

Worksheet:

Frame 3 - students
conztruct productipn
schedules from pro-.
duction demonstration

-

. .
[ e .
M R *

i L -

Worksheet:
Frames 4-8 @ . . .4

et T ey

' Self-graded test and
Unit I exam

'
k] . 'JI;

cing .returns. ., . -

Worksheet . .:u.y .o
Frames . e

Worksheeu' ',
Frames: 8, 9,=and 10,.prob-
lems on absolute and com-
parative advantage, alter-
native cost, and diminish-

.| Unit I exam

Self-graded test and

-l

°L~;E a
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LESSON 2 - PRODUCTION SPECIALIZATION LESSON SEQUEﬁCé

. . . . .
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RRETAR NG Da_'f 1 :«3

1. Homework for ﬁiéﬁf"ﬁéfbré the first day of the lesson is the
program on efficiency.

go oo e =3y Begin-elass with a-review discussion of the efficiency program
. . to insure that any misconceptions. are clarified. Relate pro-
wir rend fen.y, BESN to film by telling students to think of the efficioncy.
BeowhEd TP of “the:various production pricesses. o o TEe T

"3, "Show film on specialization. T
4. The remainder of the period will be spent on ‘the worksheet
which provides for a discussion and analysis of the film.
The purpose of this discussion is to enable the class to
e - complete-a-table (Frame-1) for homework which analyzes the
_the film by: . PR e e
'”faf”'identif§ihgjthe”ékaﬁﬁles_bﬁfSpécialize@:ﬁppductipﬁ: N
" b. ‘giving thé appropriate méasure of productivity for each
example :
- €. giving ‘an-explanation for the causes-for increased
. Productivity in each example,

P ek .

preme” "

" The answers to these questichs’ can be organized in. a tabie "’
-1ike the one given below. In order to help the gtudents ',
carry out the analysis, the teacher should ask questions ™’
similar to the following: : o ’ *3
1. What major developments were shown in the film which N
made possible increased productivity of resources? ’

P e 2. For-each of these changes in the method of production:

.. - ... ... 4. .8. How would you measure the increase in productivity? .

Sl i . "’b. What causes the increase in productivity? R

7 3,°"What term is used to describe the changes in the method /
of [ production which increased productivity? (ans: )
Spécialization of production).

4. WVere there any kinds of specialization left out of the .
film? (ans: trade betweem countries or .regions to ex~
change commodities which are not available locally, =
automation and cybernation). - 7 R e S

R . te B S
Ve e 4 .t

4 . .
G T e Ty

In preparing students to complete the féBlé;“éﬁeﬁféachgr might
agsist the'students by filling in the table for one or ‘tio of the

examples. As a guide to what is desired, the table below is com-
plete for serve:ral examples.

.

T DRI T AR TR T T T T T, T L Ty AT R I



;
E
!
B |
.« »
B
r
! e
T
(¢
C
A
o
]
A
b
3
3
K
. ‘ »
4
L -
i
‘\,'I
Al
v
Yo & -
4’
¥
b
:
N
A
R
<
b
E: -
B
4
3
=
.
i
1 -
y
¥
b
1

E T
|
1
i

f
&
.

-
}

|
]

. oo

g

|

o

o

i’ ]

ki

4

i

LR

"

£ um

k

H

‘

7

Analytic Table

Major developments
increasing productivity

Appropriate
Measure of
Productivity

.Explanation of the causes of

the increase in productivity

Age and sex spec1allza-
tion . : : .

Domestication of plants
and animals

Skilled'craftémen'u'

¢

Division of labor. -

needle factory productlon

Mechaﬂiza%ibﬁ'.
Assembly line
Standardized parts
Specialized industries
Round-about production

ROCR AR I T IR R S

Sy
M
e plegp. et sy
D P N I S N
’ VY "“.'x'rl
e ey
- ® SRS

BN T e T e e e

output/man=hr.

output/man-hr.
output/acre
output/seed
output/animal

output/man-hr.
quality of pro-
duction

output/hr.
output/man hr.

.étc.

etc.

“ete, .-

etc.

etc.

t
H
[
¢
v
] Lo
t
Y e !
3 L H ! i
o

01allzed_tools

Break down. process into 8

] etc.' . .-. ‘

letc.

~pﬁysica1 traits are different.
People are notiperfect sub-
stitutes for one another.

Genetic -changes in plants and
animals, taming and training
of animals; reorganization of
production; using different
animals and plants for spec-
ialized purposes.

Training and experience (ap-
. prentice: learns the secrets
of the craft); use of spe-

tasks; each man learns one
task well; shop is organized
to save time.

etc.

etc, . oy 0 i

. e
etc«. :
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e iDay 3.

eiwvuee .. JErame 2 ~ continues this analysis by requiring_the students to.. ..

place the examples of specialization, listed in the table, into '
“% v three categories, groupéd-according’ to the reasoiis why these ex~-

Tese

Woesnwd sos gtartediini-class and 5ny*fféﬁéSJWhich are not completed should

Al el

Lt i berassignedi as homework, v P i

(% insd  The: progriam on absoulte and comparative advantage gives the
. o#e-theoretical justification for specialization: In the film,
whichielearly illustrate‘absoliite advantage. The'review
. .vidiscussion: of the program which begins Day 3 should include
Y referencés” to well known instanées of comparative advantage,
" e.g., showman Billy Rose was the world's chempion typist as
well as a remarkable able producer of Broadway shows.

e e e

. K]

himself to-do .his typing ‘while he produced shows.”’

o Ik

1. Begin class with a short review discussion of the program on
absolute- and comparative advantage. R

2. Complete:Frame 3 ' i : Vi

Frame 3 provides tables for constructing two production functions
which will be derived from a classroom demonstration.

PRODUCTION DEMONSTRATION

. . - oy
. P . e o . . L

The purpose is to cnable the students to demonstrate to
themselves the relation between input and output in a production
procees, the effect which specialized production has on pro-
ductivity. In this demonstration, specialization is introduced
into the production process by:

1. the division of labor

2. the organization of labor

3. the use of capital goods ‘
4. dindividual differences in skill

The demonstration will consist of one simple production process,
performed with and without the use of a unit of specialized cap-
ital equipment:

the students will have abserved instances of specialization _

. .
.
R

%" gram; on'absolute and comparativé” advantage. This may be * ¢ -

et

Day 2 L e
eeoe ame - ke Answer student guestions on Frome I... .
-‘““”3”HT2Q'«Cdmb1éte Frame 2. ];-‘wa . N )

ot

"o a7i . amples ‘incredsed productivity. The students will then write these
T LY readons in’ thelr own words.

rnii ol 3.7 When Frame’ 2 is complete, students should be"given’ the btﬁﬁff“*“*i

Cgn

Obviously, it paid him to hire a typist much leés'able_;haﬁ'?“.;t"
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A. without ‘specialized capital - collating Ein‘eheets of
, + baper, p1nning them together, underlining a caption on the
- top sheet and placing pinned sheets in a pile.

weves o Bes With spec1alized capital - same process except that the six
.MUl s..Sheets are stapled rather than p1nned. '

Smpe Msememite ®ensare S e

The data from this demonstration will be entered on two tables

e e s (STIOWD below) placed on the chalk board. These tables will

provide~the data for constructing productinn functions for the

+ et cvmemn. tWO. production processes. They will show the functional rela-

tionship between varying inputs of labor and output,.

5 LR R 4 5 A : . !




5 Process A Process B
: . Lpins) . .. . (staplen)
5 T R e T T . 1 S
: Number of - _ Total output ., Number of . . Total output
' workers ‘production Workers production
R group 1 group 2 ave. . .. . . . . - . Broup 1 group 2 ave.
, 1
H . B . t { Lz M ! :

2..‘ , L %
: ' epd N ‘1
; 3 . ‘ o s ) R i
i . e, e ' !
4 3 A%
: 4
. 4 A%

* The A indicates a change in the organization of labor.

j At the completion of the demonstratioa and post discussion, the student oé
; will be able to analyze a production function, when given in tabular o
1 form, and write: ?

i 1. A description of the functional relationship between inputs aand out-
puts - the production function. "

-

2. An explanation of the relationship.

3. A general statement of the relationship of specialized production to
increased productivity through the:
a. division of labor ]
; b. organization of labor ;
i c. use of capital goods ‘ -

Mt b e it

The teacher should prepare for the demonmstration by dividing the class
(assuming a class of 25-40) into two equal groups. Members of one group
will perform production process A, the other B.

Equipment needed is:
1. Teble space, or a series of desks placed in a row, upon which six '

f« stacks of paper can be placed flat to allow for easy collating.

2. Table or desk space, immediately adjacent to the collating area, at L

which three students can set and: :

a. straighten papers .

: b. pin or staple 4
i c¢. underline captions with pen or pencil T
d. pile pinned or stapled sheets of paper in piles 3

ST




A 11

; " The ‘students must be ablé to pass the workeasily ‘to ‘the next -

1 - ‘student. reeo R T o

3. Two ques of pins and two sturdy, well operating, s;ap;ers% filled
© ' with staples.’ R T

Siw

P ety v, o PR
it . . DI I

4, At least 1,000 sheets of paper with some printing on them which
' ‘can bé underlined. Surplus ‘dittc memos, etc., work very well. In
order to use the sheets of paper several times, it 1s necessary
for the students to unpin or unstaple the sheets after a production
process has been completed.

The demonstration should begin with process A, and after the students
have understood that, go on to process B.

Demonstration of Process A

1, Placé tables on the chalk board:

3 : Process A Process B
Gl S (pins) (staples)

. ﬁ;mbéf'of Production Number of Production
workers 1st 2nd ave. ~ workers 1st zpd ave.
ool 1 ;'
2. 2

3 3
. 1i ;éA 3A
G 4
4A Gh
5 .

2, Set up two production lines in the following way. Place six piles of
paper, in a row on table or desks and a box of pins at a work space
immediately to the left of the row of paper. The purpose of having
two ptoduction lines is to compute an average total outpyt for each

a0 .. process;; | Individual differences in timing will be significant, perxr-
- -haps. large enough to hide the effects of specializatiou and diminish-
'+ ,ing returns. To save time, set up two production processes and run
both groups together.

3. Show the students the process of collating six gheets Oof paper,
straightening, pinning together and placing them in a neat pile.
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4. ‘Each demonstration should last for two minutes. One student should
~"time the operation, one student should record the results on the
table on the chalk board.

©5."! In order to avoid the effects Of 'learning on the efficienqy of the
workers, i1f possible, no student should perform any one task twice.

'”‘Thg.;ollowing tables show the recommendec organization of production.

. 14 b3 3 ¢ e . . ‘ . . .
O T U A LY ‘ . :

T e ep . “e P .. . . T . . * s .o
(I SFS tA NN [PRC AP | oot . 3 . K : v e .

PROCESS A" *° R

FS
-
- -
»
-

T beé?tlptfén of Production

Number of Workers Description.of.Tpgks

* B ia8 aavn
- - @ Beeine -

1 , o 1 all operations

2 ... - 1 collates.and
Lt SRR straightens and
underlines
i Fo et Tt 1 pins. and piles

. ‘
. . . S T X

3 . e e . ce e " 1 collates
' 1 straightens
1 pins, underlines
and ' piles

3 A 1 collates
: 1 strzightens and
underlines
1 pins and piles

1 collates

1 straightens

1 underlines

1 pins and piles

) . .. .
, | D F . . i A

4-A % RS : . ;1 collates
- - v . . : + .1 straightens: and
T T : ..~. underlipes
e - ea o Lo © ..2 pin.and,pile

- P IR TT . A,

-t




fi 4-ms
P
7
§
:

Lhst o
i
kY
&
ki
!
]
Kb

PROCESS B

fir2 SREEN ol ite . .
3
Workers Tasks . .
1 all opeiations
2. . ) . 1 collates
T l . 1 straightens, staples
A o : underlines and piles
.3 [ 2 collate and straighten
) , .“ . 1 staples, underlines
ey s ; . - and piles
SIS B AT oo 'I'H!.t.,,' : I U ARIPRUEY A
: L . . eyt R
s T A u e A e — L
3 A 1 collates ,
1 straightens and
" places under stapler

1 staples, underlines,

and piles
4 2 collate

1 straightens -

1 staples, underlines,

. and piles

H : -t ‘E. 4 ok
re g i i fih alt wiil ’
4 A . 2 collate.:.

1 straightens and
places sheets under
staplér.... ..

: . L 1 staples, underlines
g . and .piles
M SO N tivad L i.f ! ‘.' 1} :

-~ & }4;‘1 -
3 ' o
™ 4 ¢ H i dis . . -
Y R
1 lied s a !
I
e
.
.
o

collate

straighten, under-
..line .and place under
. ./ stdpler

1 staples and piles

NN

+
vy radle
F - (R4 »
Frhes end ik T ]
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The class has constructed twoxproduétion tables which should show
the following:

1. Increased production per man of labor (output/man) due to.,
a. use of division of labor
b. reorganization of labor

_-:4Ce use of capital goods

2. In the stapler production process decreased production per man at
* high levels of output due to diminishirig returns with the addition
of man 4 is less than the added output from the addition of man 3,
.(you should not get diminishing returns when using pins unless the
‘'work space represents a fixed capital item which places a constraint
on output).

It is important to confine this demonstration to 30-40 minutes so
that at least the last 10 minutes of class can be devoted to comple-
tion of Frame 4, which summarizes the causes of the differences in
productivity of the alternative production procedures demonstrated
in class. Students should be assigned Frames 5, 6 for homework.

e
R £ 3

Day 4

L .. 1 ﬁébote first 15 minutes of class to checking the homework assignment.
2.0 Complete frames 7 and 8. | .

3. Any unfinished worksheet frames should be assigned as homewpry.

e . .
T *
Da! 5 Y . . e
- CY PR X
.

PR {oe-,
1. Cowplete Frame 9. -

Frame 9, on alternative cost should be completed during a discussion.
* Before the students £ill in the first blank, the instructor might use
the following sequence of review questions:

, Lodk at Panel I

1. Who has an absolute advantage in producing arrows: B

2. Who has an absolute advantage in producing axes? A
3. What is the relative efficiency of A as compared to
B.

(a) for making arrows? .8 i
(b) for making axes? 1.2 « *5

‘;4;; For ‘maximum production, A makes the product for which he has aﬁ
the higheg[lower relative efficiency.

5, 'Thus A makes.........? axes
6. B makeS.e.ecevecsesss? arrows
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LESSON NO. 3

EXCHANGE, MONEY, AND CREDIT
7 DAYS
Table of Contents and Specifications

Instructors' Materials

Content Outline

. Long~Term Objectives

Interim Objectives

Summary Chart -~ Content and Objectives
Lesson Sequence Chart '

. Lesson Sequence.

oL

Equinment Needed

None

Student Materials

1. Worksheet

-9

e e




LESSON 3 CONTENT OUTLINE
ECON 12 Unit I

ISSUED FEB 1966

1. Exchange
fi. Need arises from cxistence of specialized production -’
B. Requirements of exchange
1. Place of exchange - market
2. Technique of exchange
2. barter
b. m ey
C. Barter - exchauging things for things
1. Found in zll pre-mouetary societies
2, Ineffcient because:
a. matching buyer aad seller difficult
b. tine consuming
c. multiple prices for each item
d. accouublnq an¢ recording of transactions extremely
omplex '
D. Money cxbah“h - aolves problem of barter inefficilencies

I1. Money
A. Money 1is an entity which provides a commercial service. It
Increases the efficiency of exchange by making easier the
matching of!
1. buyer and seller
2. borrower and lender
3. saver and investor
B. 1In order to provide these commerical services money must per—
form certain functions and have certain qualities
1, functions
a. medium of exchange -~ generally acceptabie in all
commereial transactions
. unit of acccunt (standard of value) accounts of all
trensactions kept in terms of it and thus it expres-—
ces tlie value of all assets
c. store of value ~ it can be held for use at any time
and represents a store of purchasing power or a
store of ccumand over other assets
2. Qualitiecs
a, scarce ~ in order to function as a standard of value
and a store of value, money must be kept scarce. This
can be done in threec ways Money can be made of an
entity wbieca ls scarce:
(1) naturally, like sold and silver
(2) because of the high cost of production, like
vaspuil In an Indian economy
(3) because dits creation is controlled by a political
authonity, like the control which the U.S. govern-
mz2nt euzerclses of the money supply

O s i e S AN AR S 1252 MM S Sl KA e e TR R AT R R TS T S P b eaeshrvieer




: b. Convenient
- (1) durable - stand wear and tear of many transactions:
and not deteriorate when stored
(2) easily portablg and allow exchange to occur at any

: e place ‘

! (3) easily stored

: c. In 2ll Lountrles with modern economics, an entity, to

function as money, must be declared legal tender (i.e.,

; , it is legal to use it in commerical tramsactions).

] d. In order to maintain its value and to function effect-
ively as a medium of exchange the supply of money must
vary as the level of monetary transactions rises and
falls.

C. The U.S. money supply

1. coins

: 2. currency

- ' a. rederal Reserve Notes

' ‘ - b, Silver Certificates

c¢. United States MNotes (preenbacks)

E 3. demand deposits in commercial banks, i. e.,'checking accounts

1 upon which checks can be drawn

D. Money &nd its relationship to purchasing power.

1 In 211 monetized economies, the presezrvation of households
and firxms depends upon a regular flow of purchasing power -
i.e., money with which to make purchases.

2. In the U.S. there are three lesal ways to obtain the neces-
sary flow of money into a household or firm. !
Households" ' i
a. Income : '

(1) waces and salaries
(2) rent and interest
(3) profits
b. transfers of assets ~ any non-monetary asset, e.g., stocks,
bonds, real estate, capital equipment, jewelry, art, can

; ) be sold for money

§ s ¢, credit ~ households can borrow money for consumption

- Firms:

a. lncome from profits

b. Wealth transfers

e, credit

; (1) short-term loans for conducting usual business activities

: (2) long~term loans for capital investment |

III. "‘Credit ~ money 1s scarce and it is distributed in such a way that

g some people have more than they want to use and other people have

d less than they want to use. Those who have less money than they
] " want tO use borrow money: Those who have more than they want to

ugeé lend it. A person's willingness to lend 'money is based upon

three things: ‘




1. the rate of 1nterest which the borLowel is wiliing to pay
2. the length of time until the loan will be repaid
3. the credit of the borrower, i.e., the reputation which the
borrower has for fulfilling his financial oblipaticns
The word credit refers to all of the ways in which pecple can
borrow money. When a person has cfedit he can borrow money.
Thus, Credit providec a meneral, or sDec1f1c command cver money.
Credit is one of the things which has made p0551b1c the
enormous expansion of the U.S. economy. It aao'per ormed three
major functions: ' '
1. it has provided business firms with noney for t e usual
conduct cf business o .-
2. it has enabled business firms to invest iu méw productive
capacity o
3. it has enabled the individual households to ificrease their
level of consumption and thus induce an expansion of product-
ion.,
"In order to understand thc remaining part of this outliue, the
follow1n? definitions are necessary.
1. financial asset - ,
&, currency. or bank oalances_,_,
b. bonds“- usd by business fi rws inu return for the lecan of
" money L |
c. stock certlfiCates - issued by b ihé.s corporations in
"’ payment of money to the corpo*sglnﬁ. They represent a
partial ownership of the corporaticn. The holas of the
stock certificate is entitied to r;n:e in the fits of
the corporation. (Most Deoplo held wzalth in the form of
financial assets). .
2. financial liability - when ever 2 loan is made, the evidence
of the loan, bond, stock, etc. is as”;sgg: for the lender and
a liability for the borrower. Thus money owed to a bank for
a loan is a 1iab111ty for the borroww aul' an asset for the
bank. A bond is an asset to the bonu noidcr and a liasbility
"to the corporation which issued it. Carrecuey held by the
individual is an asset tc him and a 1iabiiisy of the U.S.
Treasury. For every asset thzre is a liakilicy cf exactly
the same value. '

4

0.

"t

3. financ1a1 capital - same as firancial usset, a synonym for
wealth’ . Lo

4. financial investment - the purchase of fiusnnial zssets or
capital

. .9+ real investment - the purchase of new capital goods, or the ..,
i improvemevt of any factor of p"oaucfsox, for th= purpose of
f maintaining or Jncreasing productlve capacit: A
6.flsav1nn,~ all 1nve°tmunL is made from saving. oav1n is that
part of current incone which is not spent on curreut consunp-
‘tion '
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7. real capital - any capital good, or any improvement in a factor
' or production. Real capital-is the tock of wealth created by
1 real investment. T e
i 8. liquidity -~ indicates the relative ease with which a financial
A asset, or-a physical asset, can be exchanged for money. Money,
which is completely liquid, is the standard by which liquidity
is’' measured. The easier it is to exchange an asset' for money,
the more liquid it is. Liquidity depends on two factors:
a. the time and trouble reguired to convert an asset into
money ' '
b. the probability of converting an asset into money at its
market value =~ ‘ o o
1 A. 1. Consumption by individuals borrowing for present consumption.
Interest is paid and principal of loan is repaid ‘with anti-
cipated futuré intome ' e
a. loans from financial institutions
b. installment buying '
| c. use of credit cards o | o
4 2. Conducting usual business activities by firms, Interest and
% principal of loan are self-liquidating through business activ-
ity
a. loans from financial institutions
i b. loans from other business firms
; 3. Investment ~ creation of new productive capacity
: a. loans from financial institutions. Interest is paid. and
principal is repaid from anticipated future profits
b. loans from the public through
(1) sale of bonds, interest is paid and principal is re-
paid from anticipated future profits
(2) sale of common stocks (certificates of ownership) to
the public. In return for the money which the in-
dividual pays to the firm, the firm creates an asset
which is held by the individual (stock certificate).
This stock certificate entitles the individual to share
in the profits of the firm.
B. Techniques of creating credit
1. Consumer credit
a. loans from financial institutions
(1) banks
(2) loan companies
(3) credit unions
b. dinstallment buying
(1) credit extended directly by reftail merchant ~ install-
ment paymernts made on outstancing balance
(2) credit extended by financial institution which accepts
conditional sales contract from retail merchant. Install-
ment payments made according to terms of the contract
¢c. credit cards
(1) creates a fund of credit upon which the consumer can
draw
(2) crecit cards issued by
(a) retail merchants




%4
i 1

(b) national credit card companies
) (C/ banks , . . .
(3) .payment of outstanding balance monthly,. Qr payment
of a monthly minimum required
2. Homeowner -credit . :
a. mortgages (loans secured by real property)
(1) banks : )
(2) savings and 1oan assoc1at10nq, insurance companies
b. home improvement loans :
(1) banks.,
(2) savings and loan associations
3. -Business.eredit .
a. short-term loans for conductinn bu51ness affairs
; (1) banks N
- (2). pther bu51ness flrms
b. long-~term loans for cap1tal investnent
(1) loans from investment bankers. .
(2) sale of bonds to public
(3) sale of stocks to public .
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IV. Difference between Money and Credit
1. Money performs three functions

a. medium of exchange

b. unit of account and standard of value

c. store of value

2. Credit is command over money. Which is either general or

specific
, a. peneral credit - represented ability to borrow money from
1 banks and by national credit cards and Bankamericards.
Can be used to obtain money directly or can be used as
a general (1) medium of exchange, but it is (2) not a
unit of account (the unit of account is the U.S. Dollar
its fractions and multiples) and it is (3) not a store
of value
1 b. specific credit - represents the ability to borrow money
} for specific purposes, e.g., loans to purchase specific

items, or credit cards and charge accounts which can

i only be used in certain stores. It is (1) not a general-
: ly accepted medium of exchange, (2) not a unit of account,
and (3) not a store of valuc
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LONG-TERM OBJECTIVES

.Define "exchange.’” (Answer to include words "trade"” or "transfer”

and the phrase or synonym for “of one asset for another.")

State why exchange takes place. (Amswer to be to the effect: "to
satisfy wants.™)

Given alternativés, selects correct statement about why moﬂey is
needed in our economy. {i.e., specialization requires efficient
exchange, leading to development of money; money's efficiency as

.a medium of exchange spurred specialization, leading to demand for

even more cfficient forms of money).

Recalls the three functions of money. (i:e. unit of account, store
of value, medium of exchangp)ﬂ: Gives example.of each 5

N

Given alternatives; recogniies”the four qualities of cfficlent
money. Identifies those of the qualities present in examples
of .primitive money. , C L s

’ . * 3

Correctly pairs the words (1) income, (2) asset, (3) weéltﬁ,
(4) purchasing power, with examples of cach. List to include at

least two non-examples.

Given a list of six assets, ranks them in order of liquidity.
(Assets should be such that student can be expected to make the

necessary distinctions).

From a list containing at least five financial institutions which
extend credit and at least three others, identifies those which
extend credit; states the types of credit extended by the selected

institutions.

Given a list of at least ten examples of real and financial in-
ventment and of real and financial investment, correctly identifies

them.

Asked to name the form of credit which comes closest to fulfilling
all of the functions of money, answers ''credit cards.” States which
functions of money are and are not fulfilled by credit cards.
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INTERIM OBJECTIVES

1. Define (a) barter (I)
(b) asset (T)

2. Given description of a barter system which contains four goods
and/or services and sufficient information about prices, con-
structs a matrix of exchange rates, quotes the exchunoe rate
“for'given pairs of exchanges. (I)

3. Given altéernatives, idehtifies the three functions of money. (I)

4. Defines liquidity. (I)

.. RE
P

5. Given examples of forms of credit extended by various financial
nstitutions, classifies them as (a) general or (b) spec1fic
credit. (T)

6. Given the three functions of money, identifies thosé fulfilled
by credit cards. (T)
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CONTENT TEACHER VISUAL
Exchange: Introduce lesson
Reason for need Aid students in completing
Requirements Frames 1-4.
Barter

Money Exchange

DAYS 1 AND 2

.
-~

Money
Functions
Qualities

DAYS 2, 3, AND 4

Aid students
Frames 5-8

in completing

Purchasing power
Income
Wealth
Agsets and Liquidity
Credit

DAYS 4 AND 5

Review Frame
Alid students
Frames 10-14

9, if necessary
in completing

%

Financial institutions

Basic definitions
financial: asset, invest-
ment, liability and
capital

Real« investment and capital

Creating credit

DAY 6

Review Frame
Aid students
Frames 16-20

15
in completing

True interest rate

Functions qf economic
institutions

Money and credit, today
-and in the future

DAY 7

Review Framc
Ald students
Frames 22~23

21
in completing
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 WORKSHEET

HOMEWORK

© EVALUATION

Frame 1,
Ypoit

Framei2,

Frame. 3,

Frame 4,

Lo

reasons for exchange

<" 14sted .on chalk board

how prices are expres-
sed !

barter ~xchange
inducing functions of
money

e "S- e L]

Frame 3 E
Tests after lesson
unit, and course

Frame 3,
Frame 6
Prame 8,

.,of money

.functions of money
qualities of ‘money
review of qualities

¢ "

. | pay 2, Frame 7, quali-

ties of money
Day 3, Frame 9, program

on purchasing

power '

Tests. after lesson
unit, and course

i

Frame 10, income, assets,

wealth, purchasiné
power

Frame 11, assets and liquidity

Frame 12,. credit needs and use
Frames 13-14 credit its basis i

i
.

i

institutions

Day 5, Frame 15, credit

Frames 11 and 14
Tests-after lesson,
unit, .and course

Frame 18

today and in the
- future

Frame 16, basic definitions Day 6, Frame 21, true
Frame 17, investment banks interest rate Tests after lesson
Frame 18, test of definitions L funit, and course
F:ame 19, cneatiug credit a
Freme 20, review of money .
and credit
) ) N\
Frame 22, chart on fipancial Frame 21
"7 . institutions “ | Tests after lesson
Frame 23, money and credit _unit, and course
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'The student should ‘then be led to construct a matrix "which shows
. “the ‘total number of prices: for the five items, as follows., This
[} " "ghould first bé drawn on the chalk board and then copied onto
Lo their worksheets by the students. ' -

| ’ ;Rdbes 'Maﬂs ngs;; Hides |Pots
.. ROBees i ' N i x X %
T Canoes Xoovinfr & - X K.
LlMdes . | X 0 F ] * X S
Pots ' X | X )¢ X ' B
’“E ﬁ 'f”’H1N6;“of prices: 4 4 ' 4‘ 4 4 Total 20

1. Worksheet, Frame 4 - conduct classroom diScussion which will enable

i

P |

%

1

i

Tty

a.

v
e x.e
¥ IR A -I
.
- . -
i
. .

class to answer the four questions as follow

Question No. 1 - B3t

" Question No. i 4 statement equivalent to "he weould have to

trade his tobacco £t rbbes, ‘4 canoe, or buffalo hides which

he would store until cooking pots were available.”

Question No. 2 - equivalent to "with danger o¢f less through

spoilage, deterloration, theft, fire, flood, riot, local

insurrection, or war."

Question No. & - "by choosing one item that will¢

1. Reduce the number of prices to five - a standard of value
and unit of account.

_ 2. Allow transactions between any two people - a medium of

exchange.

3. Enable a person to store wealth easily - a c't:ore of value.

w:

2. Read Frame 5 on '"Functions of Money; students should ansvier quest-
ions immediately after reading essay; answers to be reviewed in
class discussion.

Question 1:
_ functions of money.

The coins and currency of our economy fulfil all three
Students might like to consider whether our
' money is becoming les's efficient as the purchasing power of ‘the
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‘fdollar declines ~~ an. article bought for $20 fifty years ago might
‘well ¢ést 10 times d8 much now. ‘Contrast with the inflatiomary T
period in’ Gerrany during the 1920-30's whén a family s, weekly food ’
bill might call for a wheelbarrow load of currency.

Question 2: Stone money was definitely a store of value. In some
degree. it was a medium of exchange, although its weight made it an ,
inefficient money for exchange. The variations.in size and the v
arbitrary value. accorded tc a particular stcne because-of the dif- x
ficulty of manufacture rule it out as a uait of account. |
.Question 3: Beaver skins fulfilled all three of the functions of
money.~ As a medium of exchange they were completely adequate. As
a unit of account they were less satisfactory since they could vary
_in size and quality. As a store of value, they sufficed, ‘but they
“eould deteriorate with time and they were also bulky for storape.

3. »Answer-questions for Frame 6 in class discussion.

Quehtion 1, expected answers: .4
Becaiise peoplée are willing to accept our ccins and currency in pay- s
ment for things. , : < ]

Because the government and/or law says they are valuable.
.*. " Because they are backed by gold and/or silver. Students should
write answers to question 1 in the worksheet with a note, "To be re-

viewed later." If the instructor wants a record znd has room, he can . .3

put the answers on the chalk board. B
Question 2, expected answer: Gold and silver : .
Qaestion 3, the only thing you could buy ‘would be $20 currency.“; 1
Question 4, anything costing $20 or less’ ) |

! Return to answers to question.,l and cross out wrong answers. ' D
Question 5, by government control. ‘(Accomplished largely through control .

of reserve requirement and interest rates by acticﬂs of the Federal ol
Reserve Board). . : , e Ll

4. Homewotk assignment, Frame 7.

Fxpected answers: 1 ‘through 5, No.? | ’ | .
acted ¢ ‘ ‘ w

Question 6: Qualities implied in earlier answers are
(a) ‘scarce, but regulated so as tc be adequate’ for needs.
(b) portable, convenient? probably available in several denomin- \,
ations. . gr
(c) standardized = . , e s , |
(d) durable : o ' ' -

———

. <, .
. . .
et Ve : w e : : SRIEPRNT .t
. D 3 Yl " N . . ¢
*
Day 5 . . Co . . ‘ | .
Len - . . « . ae . + - 2

.v' ] ) » LN e .o ‘c . : . . .‘ V . . R
1." Review Frame 7 angwers as’ above: summarize qualities of money in B

Frame 8: ¥
(a) scarce 3
(b) convenient (portable, durable, easily stored). o
(c) standardized (in units that make for easy accounting) ~
(d) controlled supply




Discussion if needed: (a) To function as a standard of value, money’

L must be keépt scarce. This can be dome in three ways: (1) naturally,
3 as“ngth gp}d and silver; (2) high cost of production, as with wampum
’ in an Indian économy; (3) contrel by political authority, as in the

U.S. economy. ' _

‘(b) If it is to be convenient, money must be (1) durable to with-
stand the wear and tear of many transactions and not deteriorate when
strqeq; (2) easily portable to allow exchange to occur at any place;
(3) easily stored. L '

, f;(&),TG function as momey in a modern economy, an entity must be
J”dg¢lateéélgga1 tender (i.e., it is legal to use it in commercial trans-
actions), it ig highly desirablé that its form be standardized so as to

be .easily récognizable, and its units should be legally set for ease
in dccodnting). . L. . B LT

N (d) To maintain its vilue and to function eéffectively as a medium

" of exchange, the supply of money must vary as the level of monetary
transactions rises and falls.

.

2. Elicit in class discussion and write on chalk board the various forﬁa
of the U.S. money supply:
(a) coins . '

I ]

TR I i

S@% currency . . o . "
(c) demand deposits in commercial banks (i.e., checking accounts)
Item (c) may not be immediately obvious to students. Howéver, the
_.checkirg account,. based on money, as it is, has ;pehfungtioné'gpd
" qualities of mopey, Its limitations are that checks are not always
acceptable. g , L )
-  Credit cards may be suggested as a further form of money. They o
\ : cg;tainly.fulfil most of the uses of money and may even be acceptable ;-

. el

in situations where a personal check is not. But -- important point

. ¥

.."== credit cards are, as their name suggests, a form of credit. They

L LA

usuallyvdo not involve direct and immediate exchange of money.

3.nfﬁoméwoik@aasignment, Frame 9, the'prog:am'on "purchasing Power."

Da! a Lot f—::.\ . ‘i . w, N . f

1. FErame 10: Students should first write their own versions of definit-
ions. In class discussion, correct and, amplify as necessary. These
definitions ere contained in the Frame 9 program; if necessary, examples

" in the program can be reviewed.

2.. Prame 11:. Students read "Assetﬁ,andkLiquidity" and answer the questions;
(a) 3 apartment house ' B
1 $10 bill
ey, 2 hexrd of beef cattle
4 S.F. Giants .

&
st kY

, «, 5 liper Queen Mary . . '

o (b) Money itself ' ' o =
| / (c) The, baseball team and the liner. 1f the present owners of elther
i wanted to dispose of them, they would probably find it difficult u

T

to (1) place a value an the asset, (2) find & customer.
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3. Frame 12+ “Conduct discussion and write:on chalk board the 'state-
. 1ments elieited. ; Discussion .should end with students writing in.
;. answers' to theieffect that:: Lo R
~.(1) Since :meney is scarce, those with less purchasing -power than
they need must borrow from thosce with more money than they
" have .use, for at the current -time. Credit is one way in:which
. we'gain command over money.: : e . SIS
;{2a)-Business uses credit-to: - : e . P
provide money for the usual conduct of business (e.g., loans
. . tospay weekly wages while waiting for end of month accounts
wunpy ioo1te be settled, or to make bulk purchases at favorable 'rates)-
vy we - .invest: in -new productive‘capacitys(e.g.,'loéns to buy machinery
2 :nexpected . to pay for itself  through increased production). -
(2b) Individuals use credit to enable households to satisfy wants,
: increasing their level of' consumption and thus requiring ex-
.panded praduction. - - .- : ' o . St e e

'
- ooee 1 LA
M Ol . !

Daz 5 e - . . . AT

1. Students read Frame 13. Class might then discuss:
(a) What is the overall effect of using credit? <
(b) Why .are primitive interest ratés for credit typically so much
higher than those in:our own econonmy? ¢ : . o
Points to .be made: S e "o |
(a): Credit . originally helped give a more even distribution of goods
and services, particularly of those which were in seasonal
supply- or -which involved specialization in-production. ‘In
. modern :society, credit permits expansion of thé cconomy by
providing purchasing power based on future capabilities ratheér
than on:present capabilities. Credit has been the great moving N
force in the .growth:of both industrial and governmental activit- :
ies of the last 150 years. ,
(b) The terms of -credit are necessarily based on the degree of con- o
fidence of the lender that his money will be repaid. In modern '
society, a lender's appraisal of a borrower's character, ability,
and current wealth has the further backing of legal remedies
that ailow him to enforce repayment of a debt. Enforcement is
relatively .ecasy ncwadays as compared with enforcement in prim-
.. itive.socleties.. Thus a-modern lender runs.a lessex risk and
T . this is reflected in the intexest rate.’. .. . - . e

The granting of credit is a major business in our society, A
;- subject to competition like .most other business, with:the’ .
greatest amount of business going to.the company that offers

.

the best bargain. by e

et *

-~

i

As a stimulant to discussion, teacher might offer the following
quotation and then ask how this policy might be expected to

affect the interest rate. Would the interest rate be favorable

~ ~ to the.borrower? . * oL e e s e

... +3%If:a man owe/a'debt .and Adad:(the god of storm) -inundate his

field and-.carry’awdy' the:produce; or, through lack of.water,

5
‘
M
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grain has not' grown in the field, in the year he shall not make
any return of grain to the creditor, he shall alter his cohtrhct—
tablet and he shall not pay the interest for that year. -=- The
Code of Hammurabi King of Babylon, ¢.2100 B.C. S

The effect would be to increase the interest rate. At first. glance
this seems to be a humanitarian law, aimed at protecting the rights
of the borrower. In fact, the situation is more likely to be this:
Whenever credit’ is extended, an element of risk is involved. ~ The
fewer the risks, the more reasonable it is to expect the lender to
offer a low interest rate. In the case above, the lender has to
take on the risks that he will receive no interest.payment-irx: the
event of storm or drought. In the Mediterranean where the Babylon-
‘1ans traded, thiese could be very real risks and interest:rates were
correspondingly high. If the purpose of Hammurabi had been human-
itarian, and his intention was cheap credit for the poor'man;-his
ends would have been better served perhaps if he had instituted
some kind of social welfare legislation for borrowers beset by
natural disasters. )
2. Frame 14: “ a A I v
e Yasls of credit is confidence. : -
The amount and cost of credit depends upon the degreé of confidence
'LFb‘lendei has in (a) the’ character; business: ability, and financial
"/ ‘status of the borrower, and (b) the possibility of legally enforc~
KX.ing ‘Yepayment of the debt. | »

" Note: A hundred years ‘ugoy; a British statesman~ (Benjamin'Disraeli)
‘had ‘something to say abeat the reputation of a-bdrrower: "However
gradual may be the growth of confidence, that of credit requitres
gtill more time to arrive at maturity."” Nowadays, the building of
‘a"good credit reference is mot too difficult, but the principle re-
wains the same' A 'bad credit risk finds it hard to borrow money on

sssss

e

3.. Homework assignment. ‘Frame 15. ’ e e
(This 43 a preliminary gatherinq of data for use in Frame 22)

Dal! 6 N ’ o “ . .t
1. ‘Conduct discussion of Frame 15 assignmeht and complete frame with
o at least the fo‘lowing

- Purpose for which it

*Institution - Sexves © +providestcredie ¢
,i & 4 -
Commercial Sank - I'&B Business loans, short«term

v Pes ’ ‘ ‘ ‘ ‘Personal loans
AR o " ‘Mortgage loans
O ST B
© ‘+Savings ‘& Loan~  * - o
Assn. I Mortgage: loans: ' 47
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(Continuegd) ‘ {

| . . Purpose for which it :

Institution - . .. Serves provides credit . ?

: . .o ‘ L !
Credit Unions LI . Personal Loans I

|

. Investment, Bank I , Business Loans, large and t
L AU , . ; long~term !
; JOR : . o |
. Insurance Company I1&B . Long-term Business, Loans ?

Morgage Loans

. Finance Company I ‘Personal Loans o '
.;,fawn Shop . - I " Short-term Personal Loans f
o0 8!5 . e . . ¥ E

_.Merchant I &8 _ Specific Business Credit ]

Lot e o _ , Specific Personal Credit
X *' ‘ o . : v t,.

2. Frame 16: Stu.ents should read the definitions; they should com-
plete the definition of Capital for themselves (preferably by re-
ferring back and finding the definition in context on the Lesson 1 4
... workshecet if.they cannot recall it). 1

;", ~ Review the distinctions between the two groups of definitions, It -

,~1.e., the differences between financial and real capital and invest- &
ment. This exercise is in preparation for the brief discussion of o
- the'money and capital markets mentioned in the next frame. It is
degirably that students retain the meaning of real investment and
capital. . " .

3., Frame 17: Students read essay pn ”Investment Banks." This assign- . o

.ment is an optional bomework or classroom assignment. It is,intend-

ed to be used simply as general information; it puts some terms

in context for the student. Reading of this frame can come before

or after Frame 18, at the discretion of the teacher.

4. Frame 18: To be answered by students without help.
Expected Answers: (1) (a) true: (b) true; (c) false; (d) false; -
{e) true. Item (a) is true, but provides an '"upside down" view of Ai
what is happening for most people. In fact, the deposit of savings
-in a bank fits completely the definition of credit. Item (e) .des~ :
! cribes the purchase of a capital asset. A college education is con- ;
\. sidered to be a factor of production. The cost of tuition is’ a R
real investment that can be expected to increase an individual's pro~ 3
ductive capacity.

.. f (2) True: Real investment is the purchase of new £
capital goods or .improvement of existing factors of production for 5
the purpose of maintaining or increasing productive capacity. Pro- "1
duction is the transformation of resources into goods or services Fo
which satisfy wants. Thus real investment has as its end purpose the -

satisfaction of wants. '
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5., Frame 19: In class discussion, get students to supply the
. various techniques, used to cregte‘credit. List them on the
chalk board; have students write the final version qn their
worksheets. . . " T
. .. Individual.credit includes: | o ,
(a2) Direct money loans from financial institutidns
- banks oo ‘
- loan (finance) companies
~ credit unions

o ieE _(b) .Installment buying of goods and services

.~ credit extended by retail merchant |
- credit extended by financial institutions which have
accepted conditional.sales contracts (bought paper"’)
from retail merchant -
(c)-Credit:cards
- issued by banks
- issued by national credit card companies which charge
a fee for billing the credit card holder
- issued by retail meirchants * :
(d) Homeowners’ loans : L e e
AT - mortgages ‘on real preperty (secured by real’property)
¥ <" - home improvement loans (sécurity may be other than °
. g'tqalrproperty) - T o .

¢ :c’i' Mo
b4 ¥ «

Business credit includes: ' :
(a) Short-term credit for conducting business
v i'bdnks ¢ o

~ other buginess firms

(b) Long-term credit for capital investment
- investment banks S :
- sale of bonds to public (repayment over & period)
- sale of stock to public (part ovnership in exchange)

Day 6

1. Frame 20: Student should complete for himself from recall or from
checking in context of Frame 5;
(a) medium of exchange
(b) unit of account/standard of value

(¢) store of value
Ttems 2 ~ 4 are intended to show that no form of credit has all

of the functions of money. However, credit cards come close,
particularly the cards issued by banks and by national credit card
organizations. A credit card issued by a department gtore can be
used for a wide variety of purchases, but it is still an example

of specific credit since it 1s of no use in another company's store.
Item 3

(a) General credit includes individual

(b) direct money loams, and |
(¢) credit cards from banks and national credit card companies. All

others are specific.



t s- :

Items 3 (b) and (c):

Item 5° . Yes. -A card.which provides general credit represents.,. in .
a wide variety of exchanges, instant purchasing power. There is
commonly 2 limit on the amount of credit the card provides at any
one time but the amount is usually sufficient for all but major
expenses. Not all business firms will accept a credit card as a
method of rayment, but-most will more willingly. take a:credit card
than they will a personal check.

2. Frame 21: For optional use as homework or class assignment. Solutions:
Problem (a): Total- payments $819.99 Cost = $20 (nearest. $)

_ True, interest rate = 2 x 12'x 20 x 100 =
. SR 800 x 10 ' - 6%

Total.pé§ments $127§:§5l.bdét $80 (nearest $)

i v e am
Problem (c):
True interest rate = 2 x 12 x 80 x 100 = jq«
. ‘ 1200 x 16 .
Loan with Kighest true interest rate is Loan (c).
Loan with lowest true’ interast rate is Loan (a).
The loan with the lowest monthly payments has the highest true
intercst rate. But note that this relaticuship of payments and
interest ratc is not nccessarily true -- these examples were
seledted simply to make the point that inspection doés not yield
inforrmation on true interest rate. '

3. Frame 22: Complete chart as shown during cladss discussion.: Frames :
15 and 19 have been‘“preparation for this task. ' o -

4. (On following page). .
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Students read Frame 23, "A Cashless Society.” Questions should be ’

answered in class discussion. :

Item (1): Answers might include '

- Most big commercial banks now use computers to handle all of their
accounting at centralized locations. As a result, a branch bank

~ can get almost instantancous information on the status of any
account with any branch of the bank. A check drawn on a New York
bank and passed in California is commonly cleared within 24 hours.

~ Many companies have their own computers for accounting and all
other bookkeeping functions; often, workers time cards are actu-
zlly computer input cards and weekly wage checks are the printed
output of the computer. This output information could readily be’
transmitted to another computer for immediate addition to an '
account. Use of computers is not confined to large companies. Many
small companies and even individuals such as physicians use shared-

. “‘computér services to keep accounts and bill customers.

Item (2): The answers here are necessarily speculative. The follow-

ing may help keep the discussion broad and factual: ;

~ Teenage credit is currently established largely on the credit rat-
ing and willingness to accept responsibility of those legally
committed for the debts of minors -- i.e., parents OT guardians.
Thus a teenager's credit is now under the control of parents. If
a parent is opposed to use of temporary credit for any reason,
presumably a teenager would have difficulty in opening, say, a
charge account. The tFndency is towards broader use of credit by

soclety. As credit becomes more and more a part of everyday liviné;_

it;seemS'likely that parents will become more receptive to its usé.l;

by their children. | I
It is estimated that already one out of five teenage girls

and two out of five teenage boys have charge accounts.

. Teen spending is already big business. Disposable income of
15-19 year-olds .is cstimated at $13 billion for 1966, $20 billion
by 1970. And they spend it almost as fast as they get it.

Teenagers now own 9% of all new cars in the U.S., 20% of
all cars sold; 7 million of them have driving licenses with, pre-
sumably, access to cars. 500,000 teenagers: are stockholders.

In 1966, for the first time, half of the U.S. populaticn is
under 25. Between 1961-66, the total U.S. population increased
87 but the 13~22 year-old group increased 33%. With so much of
the population concentrated in this age bracket, it seems inevit-
albe that they must receive increasing attention from business and
that current attitudes and policies affecting credit must undergo
some changes. : .

Contra Costa Dept. of Education.
SW:mr  2/8/66 ~ 150c
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Lesson MNumber 3

WORKSHEET ANSWERS

SUGGESTED OR POSSIBLE ANSWERS

Frame 1

1. -Men must exchange’the output of  specialized production.

2. "Men must have a means of maklng such exchanges.’

3. ‘‘There must be markets: :

4. There nust be money.

5. There must be prices. - o B
6. There'nilist be means of transporting surpluses. e

7. There must be ways of sttrlng productlon surplus;s.

8. ‘

aome men atcumulate wealth

Frame'2 SRR

a. Answer to question: ‘'The number of needs which would have to be
given for a pair of shoes, or vice versa.”

b. Question: “How would this be expressed?’” Answer: For example,
100 neadles = 1 pair of shoes. o -

c. ' Does this express’ the pr1ce of shoes” Does this express the price
- of needles? Answer: Yes. "Yes o - '

d. How would one usually express a price? Answer: for example, $1.00
per dozen, or $1.98 each. £ : . ~

e. How would you express the price of shoes if 100 needles = one pair
of shoes? Answer: The price of shoes is 100 needles per pair.

Frame 3

Diagram and matrix pages 2 and 3 of Lesson Sequence

Frame &4 - 4:-7 5 . RS RS
a. Question No. 1 - "3" S S
b. Question No. 2 ~ a statement equivalent to ”he would have to trade
his tobacco for robes, a canoe, or buffalo hides which he would
store until cooking pots were available.”
c. Question No. 3 - equivalent to ‘'with danger of less through spoilage,
deterioration, theft, fire, flood, riot, local insurrection, or war."
d. Question No. 4 - "by choosing one item that will: =
1. Reduce the number of prices to five ~ a standard of value and unit
of account. : ~
2. Allow transactions between any two people - a medium of exchange.
3. Enable a v .rson to store wealth easily - a store of value.

Frame 5

Question No. 1, medium of exchange, unit of account, store of: -value.

Question No. 2, store of value, occas1onally a medium of exchange9 never
a unit of account. ' S

Question No. 3, medium of exchange, unit of account, store 'of value:

yoor
‘

ot
o

.
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Frame 6

-

Question No. 1, expected answers:

Because people are willing to accept our coins and currency in payment

for things.

Because the government and/or law says they are valuable.

Because they are backed by .gold and/or silver. Students should write
answers to question 1.in:.the worksheet with a note, ''To be reviewed
later.” If the instructor wants a record and has room, he can put
the answers on the chalk board.

Question No. 2, expected answer: Gold and silver

Question No. 3, the only thing you could buy would be $20 currency.

Question No. 4, anything costing $20 or less.

Return to answers to question 1 and cross out wrong answers.
Questions, by government control (accomplished largely through changes
in reserve requirements and interest rates as ordered by the Federal
Reserve Board).

Franme 7
Questions 1-5, Wo. :
Question 6, (a) scarce - but regulated so as to be adequate ‘for needs.,
(b) convenient - portable, probably available.in several
demoninations, easily stored. :
(¢) stardardized
e (d) durable

Frame 8

Review Frame 7 answers as above; summarize qualities of money in
Frame 8: -

(a) scarce

(b) convenient (portable, durable, easily storad).

(¢) standardized (in units that make for easy accounting).
(d) controlled supply

Frame 9- - . -PROGRAM - . e

Frame 10: - : Loel e , P
(a) Income' cl e S
.Student version .... Ve
Instructor's version: money received for some glven period in return
. -for providing productive resources.
(b) Asset :
Student version ....
Instructor's version: anything which is owned, has value, and can
be exchanged.
(c¢) Wealth . g v o L
¢ . Student:version .... ii. ' .S
Instructor's version: a total stock of assets.
(d) Purchasing Power - - o, .
Student version ....
Instructor's version: command over money

T

e i
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Frame 11

(a) The sequence depends upon the conditions at the time someone wishes
to trade a particular asset for money: 4, 2, 1, 3, 5, 6 is a possible
ranking. o

(b) .Money. = - Co

(c) San Francilsco Giants and the Queen Hary.

Frame 12

Conduct discussion and write on chalk board the statement elicited.
Discussion should end with students writing in answers to the effect that:

(1) Since money is scarce, those with less purchasing power than they meed
must borrow from those with more money than they have use for at the
current time. Credit is one way in which we gain command over money.

(2a) Business uses credit to: Providé momey for:the usual conduct of business
(e.g., loans to pay weekly wages while waiting for end of month accounts
to be settled, or to make bulk purchases at favorable rates. Invest in
new productive capacity (e.g., loans to buy machinery expected: to pay
for itself through increased production).

(2b) Individuals use credit to enable households to satisfy wants, increasing
their level of consumption’and thus requiring expanded production.

Frame 13 ~ Data Presentation

Frame 14 - Confidence O . B

Frame 15 PR L Lor e . >
. o o ‘ T P Purpose for which it
Institution Serves provides: credit
»+{i 7. Coninercial ‘Bank I &B - HER Business loans, short-term
" Personal loans
. Mortgage loans
Savings & Loan - ' . 1 . o ' Mortgage loans
:'ASSH"- : o " e ’ ’ ‘
Investment Bank I Business, Loans, large and
long-term
Credit Unions I Perspnal lpané
Insurance Company I&B - Lbng-termthéineés Loans
e Mortgage loans
‘ . - SR U S G
Finance Company I Personal loans
Pawn Shop I ' Short~-term Person loans
Merchant I &B Specific Business Credit

Specific Personal Credit
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Frame 16

Capital is: : :
"~ a. all improvements of land -- roads, dams, canals, sea bouys, K
buildings, etc. '
b. all improvements in the efficiency of labor which are the results
of education or training. : :
c. all tools and machines.

Frame 17 '~ Data presentation

Frame 18

--1, (a) true, (b) true, (c) false (d) false, (e) true
‘2. true - ' N

3

Frame 19 - - e . | —_

~ Individual creditii: - : Co RIS e

‘Direct money‘loans from flnancial 1nStitut10ns
- banks
- loan (finance) companies
- credit unions
Installment buying of goods and services SEER
- credit extended by retail merchant
- credit extended by financial institutions which have accepted
 ‘conditioral sales contracts (”bought paper’’) from retail merchant
--Credit cards: i
—~ issued by banks
- issued by national credit card companies which charge.fee for billing
the credit card holder
- issued by retail merchants
Homeowners loans
- mortgages on real property (secured by real property)
- home improvement loans (security may be other than real property)

Business Credit
Short-term credit for conducting business
- banks ;
- other business firms
Long~term credit for capital investment
- investment banks
- sale of bonds to public (repayment over a period)
- sale of stock to public (part ownership in exchangc)

0. esmegn S
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Frame 20

Questioca 1,
(a) a medium of exchangc
(b) unit of account and standard of valuc
(¢) store of value
Question 2 ~ strike out this question
Question 3,
(a) of the specific forms of credit you listed in Frame 19, which are
specific?
By individuals:
(1) installment buying of gocds and services
(2) credit cards issued by retail merchants
(3) direct money loans for specific purposes, e.g. to pay a debt
(4) mortgage loans for specific purposes, c¢.g., & home improvement loan
By business: ~ Almost 211 business borrowing is for specific purposes, e.g.,
to pay for a particular consingment of goods, with a short-term loan, or
to buy a particular item of capital equipment with 2 long-term loan.
(b) store of value
(c) store of value, a general medium of exchange
Question 4: Credit cards issued by banks
Question 5: Yes.

Frame 21 - PROGRAM

Frame 22 =~ Pagc 10 of Lesson Sequence

Frame 23

1. Dally cleaning of checks; immediate verification of bank balances or
credit card reliability.

2. Very probably because of the possibility of instant verification of
everyone's credit reliability.




LESSON NO. 4
ECONOMIC SYSTEMS
6 DAYS

Table of Contents and Specifications

Instructors’ Materials

1. Content Outline '
2. ‘Long-term Behavioral Objectives , )
«_ Interim Behavioral Objectives X : ; P
. Summary Chart - Content and Objectives o :
. Lesson Sequence Chart
Lesson Sequence :
Completed Student Worksheet .
* Filmstrip descriptive catalog
. Filmstrip on Geography and Artifacts of Northwest Indians
. - Overhead tramsparencies of Exchange Diagrams for the Tsimshian
‘Economy
11. Suggested reference on Northwest Indians: Philip Drucker, Indians
of the Northwee~ Coast. (Garden City, N.J., Natural History Press,
< ' 1963),- $1.95

.

=
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Equipment MNeeded

1. Day 1, filmstrip viewer and screen
2. Day.6 or 7, overhead projector and screern, grease pencil

Lo
[ .

Student Materials

+ oM

1. Readings on the Northwest Indians
2. Lesson %4 Worksheet
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LESSON 4 CONTENT OUTLINE

ECON 12 UNIT I
7 DAYS

ISSUED FEB 1966

This lesson is a learning experience, partly inductive, designed to
lead to the definition of “economic system." ‘[wo economies, one
primitive and the other our own, are conparad,’ and the ‘comparison
provides (1) a basis for defiuning an econcmic systefi ‘-~ and (2) a
method for studying any ecoromic system. '

I. Universal Economic Attributes of Any Society
A. The Five Basic Ecouomlc Activities o o
1. An economic activity is an activity which economizes on
. the UsE 0f scarce resources to sdtisfy wants. ° s
2. There 'ate fivc basit economic activities cdommoun to all
societies, all of walch have been studled in pervious
- “lessdng to varyfng degrees of intensity:” '
as‘Broduction i5 an economizing activity Because re-
sources are transfored into goods and cervices which
are more satisfying than thz original resources.

b. Coasumption is an economizing activity in the sense -
that people choose to consume the things which give
them the most satisfaction. o :

- c. 'Exchange is economizing bicaude the persons ‘involved
in the exchange trade one item for another item which
they want more than the first item.

d. Saving is economizing because the pergon doing the -
saving prefers reducing current consumption in order
to increase future ‘consumption over whdt he thinks
his future income will be, ‘ .

e. Investment (real) is economiziang because the use of
more capital goods in production will enable the soclety
to produce more output in the future. Current invest-
ment in capital goods will increase futurc production
efficiency.

3. Although all societies exhibit these types of activity,

the forms vary bLetween societies.
B. The Four Basic Economic Decisions
1. In order to carry out the economic activities listed
above, any society must make four types of economic
decisions:

a. Someone or somc group must decide what *o produce to
satisfy wants.

b. Someone or some group must decide how this output should
be produced.
(1) when to produce

(2) where production should take place
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2.

(3) what resources should be used

(4) what production process should be used

(5) how to organize the production process

c. Someone or some group must decide how much to.produce

This involves such questions as:

(1) How much of each good and service.to produces.

(2) How much to produce in the aggregate, that is,
how many resources to use to produce want satis-—-
fying goods and services.

¢ Someune or some group must decide how the ‘output is
distributed. E

All of these decisions involve choices about how to allocate

scarce. resources. .

Although these four types of decisions are universal,

the actual decisions vary between.econoules.

-.Economiec Institutions

Every soclety has economic institutions ~~+ sub-.groups"
of people withiu the society which organize. and carry
out the basic economic activities.

An Iimportant characteristic of these economic institut-
lons is the decision making -process which governs the
economic acuivities carried on by the institution.
Although all societies have.economic institutions, the
form of econcmic organization -- the nature of the

‘economic institutions is different in each sccilety,

There are an infinite number of possible forms of econ-
omic organizationm.

D. :Socddl Forces which affect the organization and.operation of
ecoﬁbmic institutions. The exact form of econcmic ozganirat~
jor-which exists in a soclety depends. to a great extent on
three social forces::

1.

2.

3.

!

tradition or customs

~command or the decisions of leaders

market competition

IT. Economic Svstem Defined

A. The terms economic system and economy are used to refer to the
economic organization of a society. The econcmy or economic
system of & scclety is the total group of economic institut-
iong which carry on the basic economic activities, and the
exchenge relationships between these institutions.
Econonists refer %o the economic organization of a -society
as a "systen” hecause the econcmy can be thougtt of as a system.
of éxchanges between the various economic institutions in
the society.

Bo

1.

It is usually possible to construct a diagram of any
society which shows the basic'institutions and the network
of important exchange relations between them.

Such a diagram is a useful pedagogical tool to aid in
explaining the economic organization of a society and the
basic economic interdependencies between lnstitutions.




IIT. Summary
A. We can study the economic system of a society by studying how

the economic institaotions make the four basic decisions about
the five basic economic activities, and by studying the system
of exchanges which make the institutions interdependent.

B. The job of explaining the existence of a particuler economic
system in a society will be taken up in Lesson 6. Here it is
enough to recognize that one basis of evplanation is the rel-
ative importauce of the three social forces in economic life.
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4.

s,
6.
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8.

-~ t8. .identify major ecomnomic institutions
b. describe the decision making process of cach institution
v 'CO

9.

-
LONG-TERM BEHAVIORAL OBJECTIVES

Students. can state in writing the four universal attributes
of all economies, and the categories under each of the four
attributes:.

a. .

b. the four types of allocation decisions

c. the organization of economic activities by economic institut—
- ions.: .

d.. the three social forces which control economic organization

the five basic economic activities

..aystem of exchanges between iustitutions.in an economy: the form

- satlgfy our wants in markets. © .

Given alternatives, the student recognizes that the characteristic
which all eccnomic activities have in common is that they are

that is, they, all involvc conserving scarce resources
‘to satisfy wants. . o
Given alternativcs, the student recognizes that the character-—-
istic which all economic decisions have in common is that they
..all invalve choices about how to allocate scarce resources to
satisfy wants. .

The student can define in writing economic institutlon as a group
of people organized to carry on economic activity, and can gilve

: three examplesz of :economic institutions in the U.S. ‘ :

Given examples of economic institutions in the U.S., students
will show how one or more of the three social forces ~- traditiom,
command, and market competition -- affects the organization .and
decisions making behavicr of the institution.

The student can define economic system.in writing as the total
group of eccnomic institutions in a society and the exchange re-
lations between them. -

. From alternatives, the sLudent recognizes what is shown ‘by the

of interdependence. ;
When asked how to study an economic system, student states: :

describe the major forms of exchange between these institut-
ions. .

: From alteriatives, the student identifies two reasons why the
market figures so largely in the economic life of the U,S.:

We sell our scrvices and we purchase most of the things which
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INTERMEDIATE OBJECTIVES

1. Given examples of human activities, the student will identify
those which are economic, and will identify the economic activi-
~ ty involved.

2. Given examples of human decisions, the student identifies which
a are ecoromic decisions' and will identify which of the four
types of economic decisions is involved.

" 3. Glven examples of social institutions, identifies those which
are institutions and states main type(s) of economic activity
in which it engages. . :

é ‘4.‘QWhen asked for the basic types of economic activities, lists
1 and explaine in one sentence why each is economizing. (See con-
tent outline I). oL

5. Given alternative examples, the-student can identify which rep-
resents saving 'in the Tsimshian society.

6. Given alternatives, identifies the reason that saving and invest-
1 , ment are usually distinguishable for the Tsimshian, and are
i a often different activities in the U.S.

7. Given a list of possible similarities and differences between
Tsimshian and U.S., students correctly distinguish between

items which represent similarities and items which represent
differences.

8. From alternetive examples, the student identifies the major dif-~
ferences between the Tsimshian and U.S. economies:
a.,” ecoromy composed of economically self sufficient extended
family units:
b. ‘little market exchange and no generally accepted medium of
e:x:change in Tsimshian economy

9. The student can explain in writing how “%e exchange diagram of the
Tsimshian summarizes the interdependence between the institutions
shown in the diagram. Or from alternatives, ideritifies the major
g interdependencies between economic institutions in Tsimshian
; soclety (trading between villages and regions for scarce resources
4 or goods; gilft giving in potlatches between numayms to validate
social structure and property rights).
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Economic Systems LESSON SEQUENCE

In preparing. for this lesscn, keep in mind its primeary objectives
and the suggested strategy for achieving these objectives: '
: 1..:: To discover that studying an economy. involves study1ng five character-
ot listics ‘common to-'all economies: '
a. the five basic economizing activities :
b. the economic institutions which organize the basis activities
c.: the four basic:types of allocation decisions ‘made by -these
.+ institutions
d. the relative importance of tradition, command and market forces
on the behavior of economic institutions
e.. the interdependence between economic institutions
.-+1'2. ~To understand that an economy is an economi system of interdependent
.t . economic institutions related te each other by 2 network of exchanges.
13, ‘To demonstrate the use of diagrams to summarize .the important exchanges
- min an economic system. : :

Homework nightgpreceeding Day 1: ; :

Conmplete worksheet Frame 1, read the introductory ‘egssay and excerpts
from chapter 3 of Drucker on the Northwest Indians, and take notes as
suggested in Frame 2 e ERETTERTRNE

The introductory essay describes the geography. of the Northwest Coast
- of the U.S. and Canada and ‘the linguistic basis for making distinctions
. between :the different indian groups which inhabited this area. The ex-
cerpts from chapter 3 of Drucker describe the general social organizat-
ion of all:of these indian groups for the prehistoric period, the period
before the early part of the 19th century and before the influence on
.-dndian culture of the whiie men. Chapter:6 describes one of the -more
udwealthy groups of tribes, the Tsimshians, thirteen tribes which lived
“along with the Haida and Tlingit linguistic groups in the northern
most part of the -area. . i R

The readings have been edited to provide authoritative data on indian
life with a minimum analysis of the society. The purpose of the lesson
‘is to. allow students to use this;data to. arrive at. their own analysis.

. One further note on these readings is necessary. The Northwest Indian
. tribes ‘are popular subjects in anthropological; sociological, and psych-
-ological literature, and the institution: of the potlatch is the main
source of this populari.v. Unfortunately, most of the direct evidence
-on-these socleties is. from the late 19th .century after the influence of
.the whites had altered the basic structure of the abtoriginal;culture.
“ﬁwﬁ This isiparticularly true of the-potlatch which, because cof depopulation
vand .trade-with -the wbites, became an occasion for orgies of .competitive
:'destruction. pe e . R : C cheet
Recent anthropological work has led to studies which have reconstructed
:...the:aboriginalfculture- and the essays in this .lesson is based on this
- -works i This aceount will differ markedly from.the flamboyant: accounts to
¢ . ‘be.-found “in" Ruth ‘Benedicts'. Patterms of Culture, and in Cooperation and
Competition, ‘edited by:Margaret Mead. T




-i.Day 1 - - e e S
- ~:"l. - Explain. the purpose of -the, lesson--to.find.a: general-procedure for
studying the economy of a society by studying and comparing two
quite dissimilar economies. , . - by T o
i Teacher: What 41s meant by the concept economy7 A R
Students reply until.a: satisfactory answer. is given ~- the way a
country or group of people organize to use ,scarce resources to
+ satisfy wants. Lo : TR Cowpi e e

Explain that' the students are to.work. together'to arrive, at an

wawto w racceptable:procedure.  Point out--that. a- rather big. hint,.the first

AT A step -of the: -analysis, is already; provided in, the wantr-satisfaction

e rising . s chart sincluded in: their readings. With .this as: a.starting point,

students must figure out the rest cf the problem for.themselves
with the teacher acting as a guide, referee, coach (whatever role
you decide you want to play).i Explain to, students. ; whatever .pro-
Pl cedure you intend to follow. ST ST T ,jgiu, ;
2. Ask students to study the want-satisfaction chart,included with
the readings on the Northwest Indians. This chart summarizes the

‘it - major. components: of-the want-satisfaction chain..for the Tsimshian

an o wiInddans., It sunmarizes -the major forms of economig. activity, and

b therefore it is the first step in the: study of. :ithe. Tsimshian; econ-
siaro, omys: Have.students take: enough time to read the. chart,..but do not
diSOUSS it'except to make sure that - students,. understand it,,
A WIS In sy - N IR
3 Show the ﬁilmstrip and give a running commentary of the quects

b o B0 e, pictured in the filmstrip..-:A descriptive catalog of the filmstrip
ﬁimwh?is included as item .(9) of ‘teachers materials.  .The purpose of the
filmstrip 1s to illustrate the want-satisfaction table, and to pro-

vide a visual impression of the cultural development of the North-

k. . west-Indians;: . Ses o, F T S RUNRE PY RISy PRSI I

Lt we e . x'

[ PR g i i .. L e e P . .. . - o
telode ST A0 i, i I 1A vt RN LA Vi e .J,"'

car b Startsautwo day.class :activity. designed to}aiiow students té dis-
cover for themselves how to study an economy. This inductive
e, kolearning..experience ‘should-culminate .in student discovery. of the

~4- .~ . general ‘form of .economic-organization;and of a procedure .which can

.00 ... . to proceeed for:the.teacher who:/is.pot too sure.of: this own-ability

::"be- applied.to the study of:any.economy. There are many;possible
‘ways -to organize the:activity.. It occurs.to us; :for instance, that
«aiwit this lesson is.a natural for small group.work, with each.group work-
<. ing. together:ito solve:the problem. In: this praecedure,.the.teacher

reaio b would elrculate’ between groups,giving.help.and-.direction .where need-
av.tie noced. However  you organize the.activity,, remember:that. your. respons-

ibility is to engage the students in the problem,.and..to try to
keep them on a productive line of inquiry.

Y Below 1s a. suggested procedure whieh may not allow students enough
freedom really .to-make disecoveries for-themselves,:but it.is a way

or willingness to organize.student, centered, }earning.r-.#mh;
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. ... Ask two or three students for the lists they made for Frame 2, and
write this information on the chalkboard, perhaps like this:

List of Specific Thihgs.‘[ﬁLisﬁ of General Things
: . -Student 1 - o

-+ Student: 2

[ .

_ Ask other students to make some semse out of this infqrmétiad, or
. to add to one or the other of the lists, if they think that-other
N things should-be included. . In the remaining class time, ask students
‘to suggest -better ways to organize these suggestions.
.- -Homework -~ Finish reading, complete Frame 2.

e N

v 0

Day 2 and 3

W g

1. .*Put’ lists . from previous day back on the board. You are seeking
enough information to get the three categories--basic economic
activities, basic economic institutions, basic allocation decisioms.

~1f -there are enough itens on the board to get.the three categories
after the items are reorganized and consolidated, tell students
that they have listed enough things to be able .to state the basic
:features of the Tsimshian economy which should be studied.

F SIS

[ SIS,

r

2. .Call:for suggestions about how. to organize this information so that
economie activities,. institutions, and decisions will become evident.
; , By the end of the class period you should have agreed on these
g three categories of things to study, and you should have identified
| -+ ¢~ what' :some‘ of . the basic. economic activities are. How you do this de-
pends on how students. work out.the problem. They may ccome up with
the three general categories-a time; -and then go back to figure
out the subcategories. Or they may investigate ome. category at
= first, e.g., they may discuss the different kinds of economic activ-
ity which would then lead to. the generalization that there are
‘five basic types of economic activities., - . ..o

K}

f " A. A, suggested way to gét general agreement on“the existence of five
; . ' basic economic activities: " = ' o

B Suppose that students state that we must study productiom, con-
.. sumption and distribution. e o e

: NS ~ Teacher:;, Why? T . o

X - C o Teen Tt Answers  tliey'are all. ecomomizing activitiés which help to
| L overcome scarcity. R ’

"Teache?: Are thére any others‘beéidééjpféaﬁctiéﬁ; consumpt-

: - G et -~ -ion and distribution (pr exchange)?. 1f you get mo
! 4 ., .response, ask students to ‘look at want-satisfaction chart again
; . :,:J,Qggsee‘if there might be some gther activity shown there which

‘ecomomizes on scarce, regoiirées. U | | '

1f students still do not’ suggest investment or’
savings, ask them about production of tools, canoes,
houses? What are they?

Teacher:
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. Answer: . Capital goods S

" 'TeacHer* How ‘do you geét capital goods?

f Answer« Through saving and investment.

Teacher: Does both saving and investment occur in Tsimshian

A aconomy?

; Get students to give exemples which they think represent ohe ‘or

the other or both. For instance, what is the production of
.. candlefish oil or smoked salmon? It is investment in stocks of
y stored food to be used in the winter or traded for other goods.

) (This, by the way ls a category of investment which you may dot

have stressed in lesson 3, and it should be brought out here

] that invéstment goods are either plant and equipment or stocks

| of goods to be used at a later time, i.e., inventories ‘of warious
kinds). It is also saving. The indians used their labor to pro-~
duce goods which are not for immediate consumption. The case of
the Tsimshian chief hirlnp a canoe builder to build a new. canoe,ﬂ

. .Is an example of investment closer to what happens in the U.S.

) 'Here, saving and’ 1nvootment are different acts. ~ This" candlefish

1 .. 'oll represents savingu and anestment From a- past period The

1 o ‘chief’ pays for the anLStanL with candléfish ‘0il. e :

; ' , Teachero Uhy there is ‘trouble maklng a distinction betweén k

- saving =nd investrient ‘for the Tsimshiamn? '~ &
Answer: Because there is no money. Often the: peoble’who

oo ‘'want' to invest do so-direttly’ by the use of ‘labor

. to produce the investmen* good. The local clan

" group pays for its new house by using its 1labot 'to :
prodﬁce the- capital good instead of: cOnsumption ;

. goods.." B i .o '

SRR : SR A 1

§ o

" b. A suggested way’ to gét: agreement on ‘the: eyistonce of 'basic-iinstit- A
. 'Y'utions which organize the etonomic activitiesl'’ "+ .  .* |

Y o Student states:You have tb study the local clan group ;

i e f‘Tpacher Why? - e e e ;

% " . ' Student! Because they do“most of the. economic activities.

] " Teacker: Correct. Defineeconomic institution, = ¥ L7

: Or, if students don't recognizé that yuu have: to' study the Tocal

] * % claep group ~-.Teacher: Remind students thag.they. had defined an
] economy as the way a scociety organizes to allocate resources,

etc. :How do the Tsimshian organize? Then onceed with-the line

‘ of questioning suggested above. .. ... . -

sc. - A .suggested way.toAget.agreement that.you have to study allocation
decisions. !
. Assume that students have alreadyfdccided that you must study econ- -
@ i - omie institutions.“. : ; :
i S R Teacher:  Whet do you study about these economic institutions?
i i+ .2 . Answer: .Donl't.give up uniil someone says that the institution
‘ has to decide Lh;ngs aboat production, consumption,
" ‘ . .- etc., before the actlvities can be carried.
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Teacher: What should we study about this?
Answer: (1) who makes decisions. (2) the kinds of decisions
.o *  which have to bermade:
Teacher: What kinds of decisions do they havetto make’
‘Answer: Make. sure students list-all four types.
Teacher: What do all these decisions have in common? What kind
TR " ‘of decisions are ‘they?. ‘ coo
« . Answer: They 2re all allocation decisioms, they represent
o choices about. scarce resources. Y

3. Ask students to use the remainder of the period working on Frame 3.
Before students start working on' their own, complete what should
be included in column 1 of the chart. used in Frame .3. You may wish
to have more explicit listings under each category: than shown in
".the sample worksheet. (See item 7 of Teachers' Materials).

Homework for night 2: Start work.on Frame 3. By the end of the
. second day in class you should try to have completed emough analy-
. 'sis so that students can start the comparative study of :the Tsim-
shian and U.S. economies. For instance, if students have decided
on three of ‘the basic economic activities, then fill in those.items
in column 1; for homework have student describe these. aotivitiea
in the two economies in the table in Frame 3. o

. 4. Homework for night 3: Complete Frame 3.

Day 4

1. Spend the period going over Frame 3 in detail, using student answers
- and student criticisms of students' answers to write an acceptable
and complete answer to the Frame on the board. Students should
correct and complete their own answers on their:worksheets. For
students who are slow in copying answers, perhaps. because they for-

got to do their homework, tell them to do as well as they can in
class and to ‘finish the chart for homework, on pain of death!

" Use the sample provided in the completed teatcher's guide work-
sheet to make sure that the table you formulate in class is at least
as good as the one in the ﬂuide. ©

Homework: Students,who were not able to get a completed copy of Frame
3 in class 'should complete it for homework:  Complete Frame 4, a
summary list of differences between the Tsimshian and U.S. economies.

Day 5

‘1. : ‘Discuss and answer Frame &4.using the teacher's guide as a model.
Write an acceptable answer on the chalkboard and make sure students
“..* correct and complete the £rame on their worksheets: A procedure 1is
- suggested :-here:
A. Ask a student to give his 1ist of main differences, (the first on
his worksheet). KXeep asking for.additions until you have covered
most differences between the two economies.
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Ask students to analyze this list and come up with the
basic features of the Tsimshian cconomy which differentiate
it from aurs. List ‘ftems: until the list is- complete.
Discuss or lecture on Lhe three social forces wnich determine
the ‘form' of .econonic organization. Point out that the class
has discovered a major difference in eccoromic organization
between the two econcmies. 11 our economy, most economic de-
* " cisicns vand activity are made in response.to market forces.
“ In the Tsimshian economy, most Jucisious and :actiwvity -are
“  based on tradition or customs: .

.t .+ ¢ There are three social forces vhich dcte*mine economic or-
ganization: tradition, command, and market compctition.-Define
each.

. Economists differenticte between, ecounginies according to
‘the.relative importance of. thése thiec social forces.:.  The Tsim-
f“ shian is:a‘traditioual economy, the:U.S5. is a market economy.

[3

f°

-
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% a.3y° Therélass’as a. group coupletes Frame 5. This:frame gives.
+x i) "gtudents practlce giving examples of Tsimshian economic behavior
influenced by.one or another of the -three social forces.::

Homework: Complete Frame 5 if it was.not completed;during class.
Complete Frames 6~10. These are review frames to give students
practice using the concepts developed in this Jcsson.

Day 6 and;perhaps /

s
o ‘{«.

* .
e ‘ ‘ : ‘< R .‘l A

Lead a c1a§s discussioa to arrive at a complete and acceptable
- ‘definition of the concept of: an economy. : ° fu
A%y : Conduct a-question—-answer session aimed at developing a def-

-t indtion 6f an econmomy as’-an economic system: ... oo

o

".-! « 1o
«:

. Teacher: What is thei‘definition of' an economy? '
' Teacher: The term economic systen s -2 synonym for
' L -rne c economy. ‘ R o,

Answer: It implies that an enonomy is a evetem.

cacher: What does the word "syctem" mean® .- .

Answor: A group of vrelated thinps which form ‘a:.whole,
o0t which in some sense is more than just.the sum

of its partsc,

Teacher: What's an ecouony a system of?

Answexr: {4 ecconomilc institutions

Meacher+ Why ls this group of institutions wewcall an

“ =

\H

R ‘aéonomy: a system? . . - '
- MAnswer:” Because the economic iﬂstitutions are system-
atically related to each other. They :are
S ¥ gmutually dependent. ; '
‘FTeachet: How? - - St
Answver: © ‘Through etchange (and~cocperatlon)

2
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@ Teacher: What are some examples of major ezchanges?

i o Answer: Barter of candlefish oil, hiring skilled

i , workers, potlatches

! B. .Ask students to complete Frame 11 which summarizes what
they have’ just dlscussed.,u

C. After students have completed Frame 1l. ask one student

, . to give his definition of the cOncept of ‘an ecbnomy Ask

1 o " for critlcismg hdditions, 1mprovements in working When

} you have a definition which the class thinks is complete,
and clear, ask students to write, it in the space provided
in Frame 11, .

2. Legd sclassdiscussion and demonstration to ccnplete Frame 12

“ " and 13. - This is the culminatino activity of the lesson summar-

= | izing the exchange system Hf the Tsimshian Indians. This is a

j C " very important part of the lesson.’ It demonstrates the use of

| - e " exchange diagrams and it lays the groundwork for lesaon 5 on

‘ the circular flow exchange diagram for the U.S. ‘

? A. Point out that there is one part of the analysis of the

| Tsimshian economy which has not been done. The class has

i not descrited the system of exchanges between the basic
economic institutions in the Tsimshian economy. The exchang-
es will be described by a series of diagrams.

e on e o g

B. Complete Frame 12 as an all-class activity. This frame may

. not be necessary. It is included to make sure students
: undesstand the basic social structure of the Tsimshilan.
v Using the table provided in the teache:'s gulde, as students

supply answers, write the znswer to Frame 12 on the chalk-
3 board and ask students to copy the answer. If Frame 12 is
.. not completed by the end of the hour, complete column 1 of
% the table and ask students to complete col-mn 2 for homework.

- C. Complete Frame 13 in class. Ask students for the main forms
of exchange in Tsimshian llfe: barter and potlatches.

§§ ' D. Barter exchange diagrazms: Ask students for the main types

L of barter described imn the reading. There are two: barter
- of candlefish oil for other goods, and barter of goods for
skilled labor. Draw diagrams, using student suggestions, or
e show transparency and have students copy the diagrams in their
; worksheet. Auswer quastions and then go on to potlatch ex-

| changes.

§ ] E. Potlatch exchange diagrams: (1) General potlatch validat-
& ing a title: Draw the two boxes representing one clan and

| all other clans and ask students to put 1n exchange arrows
. and label them. Show transparcncy and ask students to copy

this in the worksheet. Point out that in this case the ex-+
| . change is not an immediate trade, but takes place during two
- different potlatches which are separated in time.
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(2).. Marriage potlatch: Here there is an immediate trade of
a woman for goods. Have students draw the diagram, show the
trangparancy and have students copy it.

‘(3) Funeralr Hereﬁagaiﬁ the:e'is an immediate trade of goods
for funeral services. Show transparancy and ask,students to
copy on their worksheet. '

Tell students that you get a better undegstandingkof inter-

clan exchange by drawing a diagram showing the succession of
exchanges between omec clan and all others during the life of

the clan group's chief. Show transparency, explain it and ask
students .to copy it on their worksheet. Then ask students to
supply the arrows which describe the exchanges which take place
at.each phase of his life. Ask students to complete the diagram
"on thelr worksheets. ’ . o

.
- 1 5.

]
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CONTENT

TEACHEE

VISUAL

How to study an economy:

Study the universal features of
any economy:

1. Five economic activities

2. Economic institutions

3. Four allocation decisions

DAYS 1 AND 2

Introduces lesscn very
briefly and shows and
provides running comments
on the slide show

Organizes a student center-
ed class discussion. The
object of which is to get
students to figure out how
to study the Tsimshian
eccnomy.

Show slide show,
showing the- ‘
major manufactured
outputs of the .
Northwest Indians

Application of this procedure
to an analysis cof the Tsimshian
and U.S. economies

DAYS 3 AND 4

vay 3 .
Teacher completes discuss-~
ion and helps students to
complete column I of the
analysis chart in Frame 3
Day 4, develops a satis-
factory answer to Frame 3
on .chalkboard from student
responses

Write a complete
and acceptable
answer to Frame 3
on chalkboard

Comparison of the two economies:
Economies can be differentiated
according to the relative im-
portance of tradition, command,
and the market

DAY 5

Class discussion of Frame 4

Point out that there are
three social forces which
affect economic organizat-
ion. Do frame 5 in class

Write correct
answer to Frame 4
on chalkboard

An Economy as an economic
system;

Diagrams of the major
exchanges In Tsimshian
Economy

Summary of social re-
organization

Diagrams of major exchanges
in Tsimshian Economy

DAY 6 AND 7

Teacher leads a class
discussion to investigate
vhy an "economy’ 1s often
referred to as an economic
system. After students com-

plete Frame 11 individually,

asks students to give an
accepiable definition of
the concept, economy.

Teacher tells class that the

econormic system can be des-
cribed by diagramming major
exchanges. Asks students to
review social nrganization
of Tsimshian by completing
Frame 12 as a zooperative
class exercise.

Develops diagrams on black-

board or using overhead pro-

jector. Has students do as

Completes Frame
12 on chalkboard

Overhead pro-
jector trans-

parencies of
diagcams

much as possible, particularly

on diagram of Chief's life
cycle.




E WORKSHEET -~ * o HOMEWORK . EVALUATION

: UYL . ' . .

] Introduces purpose of lesson. The night before the first Frame 3-Students ]

{ Frame l-reviews important conclus- day in class read the gen- ‘ “apply the procedures

3 ions from lesson 1,2.3. = ieral éssay and excerpts from “developed in class :
Frame 2-provides .space to write * chapter -3 of Drucker on " to describe the

) first impressions what things Nerthwest Indians. Complete Tsimshian & U.S.

5( should be included in.a study ° - worksheet franes 1!&‘2 = :T?econdmies

nf the Tsimshian econory. . . - - et
i SV T Next night complete réadings

i . R . . -
4 o t. .
! *
i . . o .
i * I 2
s .
f . x
. . ] . .
1 . .
.

; Frame 3 ~ 1is a comparative dcs- Work on Frame 3

3 cription of Tsimshian and U.S.

1 aconomies

1 Frame 3 - Students supply their Complete Frame 3 Teacher asks students
: answers in class and correct to recite their

; their analysis on their own Worksheet, Frame 4 answers to Frame 3
8 wvorksheet

‘ E
o Frame 4 - Summary comparison of Frames 6-10 test

3 the major differences in the student comprecheri-
" two economies : sion of material

. . Frame 5 -~ gives examples Frames 6 - 10 learned in the first
2 5 deys of the lesson
.. Frame 11 - summarizes the class Frame 11 provides
] discussion of economic system. test frames on
- the meaning of
B system and of econ-
2 Students write their own def- omic system
L inition of economic system and
» copy definition developed by

‘e the class.

%, Frame 12 - summary chart of organi- Complete Frame 12
' zation of majoer socizl groups in
Tsimshian soclety

Complete Frame 13 in class - Frame 13, part C & D End of lesson test
draw diagrams on worksheet on importance of these End of Unit test
diagrams End of course test

4 %




Lot U TEACHER'S GUIDE
LESSON 4 - ECONOMIC SYSTEMS B STUDENT WORKSHEET

i

'ﬂEconqmics is the. study of how people organiize to use scarce:.
_resources to satisfy their wants. .This crganization is called the. -
.Economy of that society. Economics is really the study of economics. ..

. The purpose of this lesson is to help you figure out a general.
way of studying the economy of a country or soclety. We will do :this
by studying the economy of a fairly simple society of pecple (the
Téimshien Indians cf the early 19th century); then by trying the same
pfocedure to summarize what we know about the U.S. economy; and finally
by analyzing the similarities and differences between the two econcmies
to ¢ome up with a general procedure for studying the economy of any
society or country. '

N
s
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FRAME 1 L  REVIEY FRAME

The previous lessons provide important clues to what is meant
by the economy of a2 country, and how to study a country's economy.
A brief review of major conclusions of each of these lessons is im-
portant.

Conclusions from Lesson 1 - The central problem in economics is the
existence of scarcity which is defined as an inequality between re-
sources and wants, less resources than necessary to satisfy wants.

The general way people have tried to cope with this problem was
summarized in the want-satisfaction chain. Five types of solutioms to
the problem are: (1) increase productivity of inputs: (2) produce
more satisfying things: (3) increase amount of inputs; (4) redistribute
output: (5) reduce wants. '

.
]

Conclusions from Lesson 2 - Greater production efficiency has been
achieved by men through three types of production specializatiom:
(1) factor specialization

(2) division of labor

(3) use of capital goods

Conclusions from Lesson 3 - In an industrialized society people become
more -and more dependent on each other because in order .to- satisfy their
wants people must exchange their productive services for money which
they then use to buy want satisfying foods and services. A person's
ability to satisfy his wants depends on his purchasing power (his
command over money). The necessity to engage in exchange is a necessary

consequence of production specialization.

FRAME 2 NOTES ON THE TSIMSHIAN ECONOMY

Please read the essays on the Northwest Indians which your in-
structor has distributed. As you read the essays, write down in the
space below a list of those parts of Tsimshian life which you think are
part of Tsimshian economic life and of the Tsimshian economy. For each
item you write down try to state briefly why you think it involves econ-
omics. (Don't forget to study the want-satisfaction table at the end of
the readings). Before you come to class tomorrow try to summarize your
thoughts by listing the general types of things you think you would
describe in a study of the Tsimshian economy.
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FRAME 3 THE BASIC FEATURES OF TWO ECONOMIES

'Follow instfuctibnsfgiven by ‘your teacher in completing the summary
.descripticn of the U.S. and Tsimshian economies.™~ ~

. e .
' ., . o, . .

Summary Table Describing the Basic Features
of the Early 19th Century Tsimshian Indian
Econony and the Modern U S. Economy

]
t

L - | S D
Basic -Features - Description of These Features in Description in the
of an Economy:’ the Tsimshian Indian Economy Modexrn U.S. Economy

$




Answer to Frame 3

5 Basic Activities

1. Production

2. Consumption

3. Exchange

it

1. Major forms of production:
fishing, sea and land hunt-
ing, woodworking, sea and '
land food gathering, weaving,
food preserving

2. ‘Some occupaticnal special—ﬂ‘"

ization (skilled woodworking),
some division of labor in
housemaking, extensive use of
capital in fishing.

1. For Indians, the Tsimshian
lived well. Consumption pat-
terns were fixed by custom

and status, and by industrious-
ness of the father. Gencrally
nuclear families provided for
themselves; however, the group's
chief was responsible for well-~
being of entire group. People
wore dress and ornaments which
showed their social status.

1. Traded necessitles, for
finished goods and luxuries.

2.:Hired skilled craftsmen,
mainly for woodworking,
canoe-building, and house-
building.

3.. Gift exchanges of various
forms of wealth, focd at
feasts; food, blankets, candle-
fish oil, coppers at potlatches

4. No money as such

e T s g ot s n N

[
i !

1. U.S. production is much
broader including all .
forms of mining, agricul-
ture, manufacture of con~-
sumers' and producers'.

‘goods, personal services,

financial, transportation,
distribution services.

2.. High degree of speclal-
ization of all forms:
Mechanization, automation,

. high degree”of special-

ization of labor.

1. Families are free to
choose within limits set

by income. Family incdme

is determined by the value
of productive services pro-
vided by the family. °

3
L]

1. All persons work for
money .

2. All goods and services
bought with money. '

3. Interregional and jinter-
national trade. )

4. Most exchanges are
money exchanges, and it
is almost impossible for
a family to survive with-
out money purchasing

power.
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Answer to Frame 3 cont.

TK.'Sséing i

5. ‘Investmént

Common Character-
istics

Economic Institut-
ifons

Ha

I TN

{the' groups'

'11. ‘The major saving was in the

form of food storage, and 'pro-
ductlon of exchangeable goods. -

{Tsimshian produced candlefish

oil for trade. Thelr saved
1abor was in the form of this -

‘loil. See "investment' for the
rest of the answer .

1. The major investment was in

: {canoés, houses and stocks of

food and candlefish oil pro- *-
duced in season and stored for:
winter consumption;
for' trade, or: to pay for con-
struction of canoes or for
other woodworking skills.

|Saving and investment % dfe really

indistinguishable in most’ ‘cases.

1‘ -

!:“

1, .The clan local group was the

| basic institdution. It carried.

out most econdmic activities
autonomously of other local
groups. It engaged in pro-
duction, consumption, exchange,
(both trade and potlatches),
saving, investment independ-“
ently of other lecal groups:

It was more or less sufficient
except for exchanges via trade

‘ and potlatchinw with other

grotips and' village cooperation
in war. e g

All property was jointly owned

‘| by local clan group and’ admin~

istered by the chief.

.
¢ P

‘1: Both firmé and families .
| savé income and "invest™

1 2. Most investment.ls by

| chase new capital goods

1:Family is primary con-
'sumption institution.

" there are also special

4. Gov't. agencies are some- |
times economic institutions
- TVA, Post office, Gov't.
rcgularin agencies, such
as Federal Power Commiss-
ion, Welfare agencies, and
schools.

‘ -6b' 1¢ e o
. -t - .
N ‘

this income in different ways. ;
Families usually put sav- ]
ings in savings accounts;
Gov't. bonds, corporate
stocks, sometimes in real
estate. Business firms
usuzally use theilr savings
for their own expansion.

1. Families purchase new
residential housing.

business firms, who pur-

(plant and equipment) and
accumulate stocks of in-
ventory of raw materials,
semi-finished and manu-
factured goods.

3. Gov't. pays for public
investment in highways,
bridges, schools, public
buildings, defense.

2. Private firm (mainly
the corporation) is main
production unit.

3. Because of speclaliza-
tion and money exchange,

institutions for trans-
portation, retall and
wholesala trade ~- and
finance and commerce
services.

4]
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i Frame 3 cont.

Basic Economic
Decisions:

1. What to produce

8 e .,

2. How to
produce’

3. For whom to
produce

.o - i

A ! l.»"‘i.’}, H

e .
Yo iE ¢ [ 1P g0
" .t . e M

1. Determined primarily by
| Any work requiring investment

latch -~ but even here, for

| 1. The time.of yeer for pro-

‘.erty rights -- berry patches,

custom. Each male nuclear
family head ‘1s free to work
by himself for some ‘projects.

was ordered by the chief -- or
house, or canoé comstruction,
preparation for feast or pot-

major projects, traditional
procedures were followed.

duction was determined by
custOm and niatural seasonal
changes, e.g., salmon run.

2. Production techniques were .
determined by custdms and '
secrets of the local group. -

3. Use of land was deter-
mined by custom. Each local -
group had well-defined prop-

$almon run sites, mollusk
beds., etc.

1. Determined by custom. The
chief of each group was respon-
sible for his group, but each .
family provided fish and food .
for itself with the stipulation
that half of the production '
went to the chief for the gen—
erel use of the local BEOUD.

2. Clothing and body ornamen-
tation was set by custom:

dress depended on one's
social status.

" 3. Some local groups were richei
than others, so thelr members'
were more prosperous.

4. Within 'the locdal proup,
personal wealth depended mainly
on soclal status.and partially
on industriouness.

‘,factors of production. If

‘can buy whatever they want.

. wwe o

| 1. Determined by producers,

but since producers are in
business to make profit, and
since businesses compete
with each other for consumer's
business, they are forced by
competition to produce goods
and services most in demand
by consumers. Goods in
demand are those with high
prices and profit _margins,
Markét competiticn ‘déter-
mines business behavior.

| 1. Determined by business
| management, usually deter-

mined to maximize profit.

‘Try to cut costs by efficient

production methods, and

the ‘price of 1 or 2 substi-
tute inputs falls, it will
be used instead of the other
input.

1. ‘ N
Determined by the individ-
ual's ability and willing—
ness to provide productive
services, i.e., on his
income.

2. éiben their income, people

People's tastes affected by
custom, advertising, social
pressure.

3. For people who do not
provide productive services,
gov't. transfers tax money
from income earners to
people on relief or other

forms of welfare.

4. Income is distributed un-
evenly, generally in accord-
ance with a person's con-
trol of property and labor
skills.
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1 4. How much to’ 1. Determined by custom, | 1. Affected by aggregate de-~ |
| , ;

. produce weather and other such ~ ['mand and supply —- the total
; | circumstances. Tsimshian | willingness of all consumers
j o worked only part of the “andl producers, to buy and ‘sell
year and devoted winter (this will be discussed in" )

.

.

5 , ‘ months to ceremonial detail in unit 3). _
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FRAME 4 A SUMMARY OF DIFFERENCES BETWEEN THE
TSIMSHIAN AND CONTEMPORARY U.S. ECONOMIES

Go through your notes from Frame 3 and.in.the space below list the main dif- .
ferences ygfween_thestigghian>and U.S. economies.” S

Suggesteéd ‘1ist of chdricteristics of Tsimshian econémy which are different
in'U.S. economy, L S

Tsimshian have much more linited ecoﬁody;'if'ié,an advanced food gather-
ing and hunting economy, with woodworking also representing a major form
of production. The U.S. is highly industrialized but also an important
agricultural producer, raw materials producer, services producer.

Tsimshian make very limited use of specialization of production except
in fishing and cance making.

Consumption patterns are fixed by custom.

Exchange between groups is limited to barter for a few commodities, and
extensive gift giving at potlatches; no real money.

Saving and investment are usually indistinguishable.

The major form of saving is in the accumulation of stocks of foodstuffs
and oil.

Only one major economic institution which is both the basic production
and the basic consumption unit. The local clan group is almost self-
sufficient. '

Many major economic decisions are not decisions but are customs. Activity

is greatly tied to seasonal customs.

There is considerable individual freedom for many economic decisions and
actions involving production and consumption for the nuclear family, but
the local clan group chief makes major decisions affecting the whole
group.

Property is communally owned except for personal belongings.

There is a difference in goals. Tsimshian were content with a rather
modest way of life. Their major interests related to getting, main-
taining and showing off individual social status through the display of
wealth.,
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g Summarize these differences by listing the six or seven characteristics’
of the Tsimshian economy which represent the major differences between

the two economies.
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1. Limited va:lety“qf outputékgnd:per capita income. . R

2. Limited specialization . o P L
3. Limited exchange between ‘economic institutions, no real money.
i 4. Only ‘orie major type of -economic institution:- - oo e .
.o e var - P |
5. Allocation of scarce resources (decisions) strongly affected by ...
tradition. . | o : e e
6. ' Communa} rather than privéate property which is obtained through' - :
heredity. = - u
; 7. ‘Higlivalue:on social status. ‘ f
, b} . : ¥ '
4 .y ‘
P N S LR Do 7 et e \
f PR ' ‘ '
|
} | | - ' a : '

U ARTIEY 2

s S s it
.
-
-
-
-
-

-e

e
-

g -
s : ¥ . M B ¥
;‘ R AP AN : ;o . o L
A
* . .
« .
. s ! [

i
i




e

FRAME FRAME 5

Tradition, command and market forces all affected fhe econonic éctivi-
In column I of the table below )

.:..,.l, *t

SOCIAL FORCES AFFECTING TSIMSHIAN ECONOMY

ties and decisions of the Tsimshian.

there are lists of types .0f economic activities and decisions, and in
column II one of the three sccial forces 1is listed.

-10-

t .

In column III

write an example from Tsimshian life which shows the "importance of the

R 4

social force stated in column II on the activity listed in column I.

I

Type of Economic
Activity or Decision

I ¢

Social Fofce

)

o

" IIX
Your Example

9.

10.

11.

12.

13.

Consymption

Production

What to produce

What to produce
Exchange
Exchange

How to produce
How to produce

How to produce

For whom to produce

For whom to produce

How much to produce

How much to produce

tradition

tradition

command

market
tradition
market

market ’
command

tradition

tradition

command

tradition

command

p—

H

Salmon and cther fish were the
main source of food.

Fishing as a major occupation,

Production to prepare for a pot-
latch

Production of oll for barter
Potlatch ceremony
Trading of oll for furs

Decision of whether or not to hire
labor for house construction

The chief oversees the fishing for
candiefish

Carving of totem pole

Status determined the size of
potlatch gifts,

The Indians did not work in the

winter

Chief decided on general production
plans for the group.
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FRAME .6 ' FRETES -FIVE BASIC ECONOMIC ACTIVITIES

List the five basic economic activities and for each';ctivity explginig,
in one sentence how it is an economizing activity.

1. Production S Lo . A Lt e

2. Consunption

3. Exchange

i 4. Saving
i
. 5. Invéstment
1
. FRAME 7 ¥ SAVING AND INVESTMENT

T,

i In the table below, column I lists typical activities in the Tsimshian
and U.S. economies. In coclumn II state whether you think the activity .
vepresents saving, investment, or both. In column III pive your reasous.

T —

AR | et . 11 IIT .
o Economic Activity 8, I, Four Reasons,
S&1
" ~ L1.-U.S. family buys 1 gov't. S - This does not represent pur-
. © "*:i bond/mo: out of ‘father's chase of a capital good
L .pav,, o
an 2. Tsimshian produce and store | S & I The Indians use their resources
P candlefish oil. e . to produce a capital stock for

future use.

, !

i 3. A local foundry in the U.S. S&l1 The retained carnings are
* uses profits to build new business savings & the plant
. plant. is a capital good.
5} 4. Same foundry uses profits to - Government bonds are not
e buy government bonds. S capital goods.
| 5. A Tsimshian chief hires I Really, this is the same as
o men from other clans example 3 above.

to build a new house.
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FRAME 8 FIVE BASIC ECONOMIC ACTIVITIES

Columd I in thé. table below. contains examples of various human activi-:
ties . In column II check those items which are economic activities.
For the checked items in column II write which of the five basic types
it is 'in coldmd III. -~ Pl e o S

- : 11” Lo =
Human Activity Economics Type of Economic Activity
éActivi ty

%
|
;
¥
N
1
1
N
+
¢

1. Canoe construction X investment
2. Ceremonial dancing

3. Making ceremonial X production
masks

4. River or ocean bathing

5% Berry gathéering X production Dot

6. Marriage potlatch X ~ exchange

77" Indian chil@téﬁfat-a g L0 IEEEUE T " g Co
" “.iplay’ on thie beach ' S s e RN

8. Producing s@oked _ X ’ | saving, investment, broduction
salmon for the winter : : R -
V "g}fFaé%iﬁg{*fitﬁéITﬁé%ﬁiﬁé;;;?;;':JL””'”ML'Héfd“f6495§;“9hé*66€sffhis'tb“énSUre'
and seclusion of: ‘pubes- : continuation of productive salmon
cent girls. | run. .-

...... 10.. Religious ceremonies . .

e, . - . ‘s ' . [
- A IR B ' : Loa

' 11, Trading o1l for Buckskin| X _ exchange pE .

12. Whale hunting X , production

N em e e - . . e | o A ) . e e rw ve s eses
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; FRAME 9 ° %77 7 """ FOUR BASIC ECONOMIC DECISTONS ¢

: Column 1" of ‘the table below contains examples of human decisions, s'fl;n ‘
column 11 ‘check the examples which are economic decisions, and in :.J
column III state what type. ‘ R

t I - IT | I1I

] “Human Dectsions @' * |Econemic | ~Type of Economic Activity

i - : Decisions. ' e

%f ... 1. Chief chdoses-aTWIEé - X ' How to Distribute

i 2. Chief orders group to X How to produéé}“énd'ﬁbwimudh to
- break fishing camp , produce.
- for winter quarters. '

. 3;‘Chief hires canoe S X ' How and what to'ﬁéaéﬁce
: builder. et . .

By o s G e

4, Indian brave gives X ' How to distribute
b half his catch to )

- his chief. =~

- 5. Chief chooses a noble-
9 man to offer himself

B as a sacrafice to another a

i tribe which is avenging

/ . the murder of one of

‘H ‘their noblemen. .

i . '

3 6. Chief declares war to X . . S .
i8 LS S ' ’ . SN it

T-” "avenge insult. L

: 7. Chief qrganizes a X , What to produce and how to .
- whaling ‘party. ' produce .

4 -
'i X
; . o ; . . ° PR . ot
3 i TRR L e . . s E, ¢ .
L . . .
A . . .
i . . R S . . .
¢ . . . ' S Y, .,
i ¢ . . . . .
4
!' -
E
. f
.
j 3
.
1+
: -
AP . . A
3 i (A9 ) 1
5 ; 4
k. | . :
h ' R A
L e d ‘
g 3
ki . ;
; * fed 4
;., 1
F * i
3
4 o
K g
B - ;
8 3
: ]
-
& 9
T »
k A
i 3
K 3 ¢
¥ 1 N
2 3
i 4
b -
5 £
4 s 3
p . .
E "
l,‘@' .,
‘ 7
4
1 1
i 4 3
%
k-
i
;
?
b5

-

&

3

£ . 1
ks

E

§

{

i
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FRAME 10y v o0 .o - IMPORTANT U.S. ECONOMIC INSTITUTIONS

Column I..of.ithe,table below. lists different social. institutions in.theé
U.S. .In column. IT.check those which are primarily economic institut- :.
jons and in column III list the major type(s).of activity in which it
engages.

e o *

L © S 111

~Social Institutions - Economié -+ Major Type(s) of Economic
;Institution Activity _ e

; 1., -Local, church:. . . ; - | .

. .
» M " .
o, MU S 5. o d

2. A mining company X production; investment:

3. A small family farm ' X : production, consumption, :
saving, investment. ...:

4. A credit;union o X E saving,:* - il u

5. The American Legion

6. An urban family of 4 X consumption, saving :...
) A T T A

7. A restaurant X production, investment:

8. The P.T.A.

9, The Democratic Party

LR

10. The U.S. Armed Forces X* consumption, production,

investment
o “i\' IS B o 3 A S AR
11. The U.S. Post Office X production, ‘investment-
12. The Executive Branch D saving, investment, con-
of the federal Gov't. ' sumption, production,
exchange

* These institutions may be considered primarily military and
political institutions, respectively, but they are also
important economic institutions.
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FRAME 11 T ~ "DEFINITION OF ECONOMY AND ECONOMIC SYSTEM

After class discuss1on, completc the following statements which
explain why an *economy" is an economic system.

An economy is a system of economic A ‘ institutions_ .

The word system means "3 The connection or manner of connection

of parts as related to a whole, or 'the parts collectively .so re-

leted." (Funk & Wagnalls Standard College Dictionary. .

A.group'of things (say, a railraod system) is a sxstem rather

than merely a set of thinps if the component;garts are related

to each‘other-in a special way which 1s necessary to make the

Aystem work (track interconnection, switching. etc. )

Give at least two examples of
a set of things in the space
: below:

California highway system 3 apples

a family

Give at least two examples of
systems in the space below?

An economy is a system of economic institutions because;
For example, the Tsimshian-economy is better described as a system

of local clan groups than as a set of local clan groups because

the clans are related through marriage and are dependent on each

other for trade, gift exchanges, (acknowledzement of status),

cooperation in war. -etc.

Write -one or two definitions of the word "economy" or "econcmic”
system'. .

Your Definition:

Class s Definition: (After class discussion of this frame, the class
will arrive at a definition with which everyone agrees. Write it
downi: here) .
(Scc contentsoutiine for definition. The definition should in-
* clude the’following ‘an econcmy 1s’ a system of .interdependent
<~econonic¢ institutions which organize the five basic economic

activities and therefore locate scarce resources to satisfy wants).
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‘Tribe '(13 Tsimshian tribes)
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!

During th
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SOCIAL ORGANIZATION OF :THE, TSIMSHIAN

e class discussion on the social organization of the Tsimshian,

able ‘below.

Social Organization of the Tsimshian

' Typés of Social Groups

Composition and Organization of
the Group :

Clans:” 1. Wolfpeople:
2. Eagle People

eme o

¢

., A‘.--'

.- Z..Blackfish ¢lan
4. Raven clan

Local clan groups

voer e

Biological families

am

vt

.

I

. N e o®® o
FEANES
LT

. ..{r"

e
’ .

Each tribe was composed of 4 matrili-
neal clans, and was located in a sep-
arate village. o

. Bach clan was represented in each tribe

by at least 1 local group. Intermarriage
between members of the same clan was
forbidden in the same OT different tribes
and also for similar -clans in a different
linguistic division of Indians.

This is the local clan group which lived
together in one ‘house. - Members wvere
close relatives,.matrilineally related.
(e.g., chief and his wife, his brothers
and their wives, young children, sisters,
sons, umaarried daughters) , ranked in a
continous series from clan chief dowm.

o i Rank and status was determined by primo-

geniture. The chief of the local group
was a male, .the eldest son of the eldest
daughter of the previous chief, and titles

. went to men. ' All property was jointly

owned by the local group and was managed
by the chief. :All major: trade, potlatches,
and religious ceremonies were organized by
the chief.. .. SR

Each nuclear family lived together in

space allotted in the house according to the
father's status. The sons left their

family at nine to iive with their mother's
brother and were members of their mother's
clan. Daughters remained with parents
until marriage. A man could have more

than one wife, and a wife was free to

. leave her husband if her father had payed

back the marriage ‘price.’ Individual
families lived together and provided for
themselves ' for the:most part.

oy ' L)

L g
v ]

- -
> gt o gip TR aa

R T TR
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FRAME 13 EXCHANGE DIAGRAMS OF THE TSIMSHIAN ECONOMY

As diagrams are developed in class copy them in the spaces provided
below. :

f( A. Diagrams of the major types of barter exchange.

' ’
i (See transparencies) :
1 {
ﬂﬂ ;
A B. Diagrams of the Major Types of Potlatch Exchange ]
N o :

- C. Diagram Summarizing the Potlatch Exchanges Between Clans Throughout
the Life Cycle of a Local Clan Chief.

- |
&s‘ A
%, D. What is the difference between barter exchanges and potlatch ex-

fj changes?

tlha

;r E. Why do these diagrams summarize the economic system of the Tsimshian? ;

{ :

s




LESSON NO. 5
THE CIRCULAR FLOW MODEL OF THE U.S. ECONOMY
5 DAYS

ISSUED FEB 1966 .

Table of Contents and Specifications

Instructor’'s Materlals

Content Outline
Long~term Behavioral Objectives
Interim Behavioral Objectives
Summary Chart -~ Coutent and Objectives
Lec=on Sequence Chart
- Lesson Sequence
Teacher's Guide to the Student Worksheet:
. Overhead transparencies of the Circular Flow Diagram
.5 Outline of information on the structure of the Russian Economy
10, «TFilw of the Aﬁ1mated Circular Flow Hodel
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Lquirmeat Heeded

1. Day 1, overhead projector, screen, grease pencil
2. Day 3, 1¢ mm. film projector and screen

Styvdent Materials

1. Lesson 5 worksheet ‘
2. Sumnary essay on macro-economics and the circular flow model of the :
+ U.S. Ecoaomy ‘ ;
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LESSON 5 CONTENT OUTLINE

ECON 12 Unit I

Purpose of this Lesson: (1) Tc derive an exchange diagram for the

U.S. economic system which describes the exchanges between the major
production and consumption institutions; (2) to use it as a basis
for comparing our economy with the Soviet Economy and the Tsimshian
Economy; (3) to expand the definition of economics to include a
study of the operation of the economy as a complete system; (4) to
demonstrate how the U.S. system operates through the use of a dy-
namic circular flow model of our economy.

Description of the Circular Flow Diagréﬁ

A. General Summary
The circular flow diagram is a simplified model of a momney ex-
change, industrialized economy which:

1. Shows the major exchanges which generate income and output;

2. Explains the generation of aggregate income and output as a
continual circular flow of goods, services and money between
firms and families.

B. The Circular Flow Diagram is a Diagram Summarizing Exchanges Be-
tween Producers and Consumers. .

1. As a diagram summarizing exchanges, it shows the relation be-
tween the two major economic institutions: firms and families.

a. firms purchase productive services from families, and
families purchase final output from firms

b. the exchangeé are money exchange and can be shown by the
diagrams below

. - inputs
FIRMS N FAMILIES
(Producers) . (Consumers)
income -, (fzctor owners)
(money) <
i
) |
FIRMS < revenue ‘ FAMILIES
(Producers) (money) ~ (Consumers)
_ (factor cwners)
outputs ’
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C. The two groups of institutions are completely interdependent.
Firms depend on families for the supply of factors of production
and for the purchase of their output. Families depend on firms
for their income and for the goods and services which satisfy
their wants.

D. This relation or interdependence between firms and families is

circular:
inputs
) income
N | N4
FIRMS FAMILIES
"Producers’ (Ccnsumers)
(Factor Cnwexs)
AN revenue
outputs

The money used to pay factor owners is used by the families to
buy the output of the firms. The money circulates around the
system, back and forth between firms and families. The same is
true for inputs and outputs. Inputs are transformed into out-
puts, which are used by families to generate new inputs.

The diagram is called a circular flow diagram because these exchanges
between firms and families go om 211 the time. There is a continuous
series of exchanges to generate a continuous flow of production. The
economy never stops going. People receive income at periodic inter-
vals, but this is income they were ecarning while working. They re-
celve income in lump sums at intervals for a flow of services they
provided between pay periods.

A. Economists distinguish between quantities as either flows or
stocks:

(1) A quantity is defined as a flow if it measures a rate of act-
ivity; i.e., it measures something generated over time. In-
come of any sort is a flow, because it measures services of
inputs in some production process; income is earned for work
performed over time; but it is zero at any one point in time.

(2) A quantity is a stock if it measures a thing which exists at
some point in time. Wealth is a stock because assets in

existence can be counted and valued at any given point. in time.

An:éiamﬁle‘ﬁill clarify this difference between, stocks and
flows. A firm produced 1600 pairs of shoes valued at $10.00/
pair per day. It uses 100 workers who are paid $3.00 /hour.




II.

B.

Production is at the rate of 200 shoes/hour. Production is
a flow. At the end of the day the firm has 1600 pairs of
shoes, a stock. Workers earn $2.00/hour, a flow. At the
end of the day the worker has $16.00 in asscts, a stock.

In the Circular Flow Diagram, the arrows denote the direction
of the flow of money or real things.

The circular flow diagram is often drawn to show factor and product
markets. In the U.,S., usually firms and families do not make ex-
changes directly. Instead, there are exchange institutions which
bring buyers and sellers together.

A.

B.

Retailers buy from wholesalers (who buy from the producing firms)
and sell to families in product markets.

Similar exchange institutions exist for the sale of the services
of factors of production in factor markets. We sell labor, some-
times with the help of labor unions and employment agencies. We
sell or lease land or buildings with the help of real estate
agencies or leasing companies.

inputs _////;:;::\\\ inputs
, L Markets )incomc
N\
\/ ¥

Firms | _Families

N wholesaler
spending

Product

family
spending
outputs Markets outputs

N

The Circular Flow Diagram and The Study of the Economy as a Total
‘Economic System =———- MACRO-ECONOMICS.

A.

The Economy as a total economic system.

1. A system is '"an orderly arrangement of parts, elements, etc.,
into a whole, especially such combination according to some
rational principle; ....Physiol. An assemblagec of organic
structures composed of similar elements and combined for the
same general functions: the nervous system. (Funk and Wag-
nall's Standard College Dictionary).

e TR T, £T T S R T R R R TR T R T ST TR T TR 4T T T T R T



B.

4

In order to fully understand a system, such as a watch, it is
necessary to understand

a) the functions of the system -- a watch tells time

b) how all the parts of the system serve these functions --

what makes the system work.

Economists consider the economy of a country a system of
economic institutions bound together through cooperation and
exchange. '

a) the function of an economic system is to produce want

b)

c)

d)

satisfying output from scarce resources

it is necessary to study the micro systems -~ economic in-
stitutions -~ of the economy to learn how they serve the
general purpose of the economy.

it is necesgary to study several questions related to the
performance of the total economy.

(1) how to measure total output and income:

(2) what determines the level of GNP

(3) the relationship between total income and total output;

(4) determinants of the growth in GNP:

(5) the relationship between GNP and components of GNP--
investment and consumption spendingj

(6) how to measure the stock of total wealth,

" (7) the determinants of the rate of growth on the total

wealth of an economy.

the questions listed above are the subject matter of macro-
economics. Macro~economics is that, part of economic analysis
which deals with the study of the total economic system of
an economy.

The circular flow diagram can be converted into an animated model
of the operation of the economy.

1.

A movie is provided with this lesson to present this animated

or

dynamic model of the economy. The circular flow diagram

described above can be thought of as a static symbol of the
dynamic model in which the arrows stand for actual flows of
money or real things.

" This dynamic model of the economy shows:

.

a) more clearly than the diagram the circular flow of money and

b)

c)

real things;

how income and output are generated. Output and income are
generated simultanequsly. Factor owners receive income for
producing output. '

the interdepeundence of income and output. Given "a" above,
then the total income generated for the society in a given

period of time depends on the productive services provided

by factor owners during that period. The total output
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produced by the society for that period depends on in-
puts and on the willingness of the families to buy the
output. In this model where families spend 21l they
earn and firms spend all revenue for new inputs, it
follows that income equals output for any given period
of time.
the relation between money flows and the flow of real
goods and services produced. A money payment must match
every bit of consumption and production. People and
firms receive mcney payments for what they produce.

A corollary to this is that all real production and all
productive services are valued in money terms.

(1) GNP = market value of final output
(2) NWational Income = market value of all pro-
ductive services supplied.

III. The Limitatioiis of the' Circular Tlow Model

A.

fee
© B,

C.

Simplifyingfﬁssuﬁptions. The diégram and model are based
on some assumptions about economic behavior:

1,

2.
3l

4‘

AlT factors of production are privatély owned by families.
All production occurs in firms.

Families spend everything they earn on consumption goods
and services. ' Savings = 0.

Firms produce only consumption goods and sexvices.
Investment (I) = 0.

Institutions Omitted from‘ﬁhe Model

1.
2.
3.

There is no government
There are no financial institutions
There is no round~about production

Limitations in Analysis

1.

The model does not explain how markets allocate scarce
resources. It does not explain how economic institut-—
ions make’ the 4 basic economic decisions,

The model does not explain or show economic growth. It
showis how aggregate income and output are generated, but
it does not show how they grow. However, the model can
be used to figure this out. The factors which cause growth
are the factors which one must assume are constant in
order to get a constant rate of operation of the model:
a. constant size and number of firms and families;

b. constant productio, consumption, exchange pattexns.

IV. ' Generality of the Circular Flow Model

A.

The model describes any industrailized, money exchange econ-
omy. It can even describe the Soviet Economy. The only
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changes needed to describe Russia are changes in labels to show
that firms are state-owned and that there is no property in-
come flowing into households. These changes represent minor
chenges in the diagram, but they represent major differences

in economic organization and in values. These differences be-
tween the U.S. and Soviet economies do not show up until we
study the organization of economic activity.

B. The model does not describe the Tsimshian ecconony , although
there are some similarities between the exchange diagrams for
the U.S. and Tsimshian economies. The differences:

1. In the Tsimshian economy the exchanges are between self-
gsufficient local clan groups. In the U.S. and Russia,
they are between producing and consuming units.

2. In the Tsimshian diagram the exchanges are barter or gift

exchanges. In the U.S. and Russia they are money exchanges.

LONG-~TERM OBJECTIVES

Given a circular flow diagram, as shown in the Content Outline, the
student will be able to analyze and evaluate its significance in
describing a money exchange economy by performing the following tasks:

1. Given examples of market institutions, correctly identifies them
as operating in either a factor or product:market.

2, Defines factor and product market :in a written sentence as, re-
‘spectively, a market in which the.serwvices of factors of pro-

~duction are sold, and a market in which final goods and services
are sold. : ; .

3. From short descriptions-of the exchange systems of four - economies,
- list those which, can be described by a.circular flow diagram.

4. From a list of characteristics (institutions; exchanges, economic
., @activities) of our economy, identify those items which. are not
. ,.described in the circular flow diagram.

5, . From a list of alternatives, correctly identify .the main features
of the U.S. economy shown by the circular flow diagram.. . These
are: (a) specialization has created separate production and con-

sumption institutions; . C

SRRy .. (b) there are two main types of exchanges between firms

SR and families: . o o
(c) exchanges are money =xchanges; -
(d). total income equals total output for the whole economy
for some given period of time;

Y
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1.
2.

3.

4.

(e) the economy is in continuous and circular op-

eration so that any change in income is also
o ‘ change in output: :

(f) one can measure income and output in either
real or money terms for any given period of
time, the output produced by firms: is "equal”
to the firms.

6. Student .states in hig own words why, for any .given period
of time, mational income equals the GNP (narket value of
output). Answer: income earned for a given period and
output by firms for that period are both generated by the
same thing, productiun for that period. Siace families
pay out all income on consumption spending; and since firms
pay out all revenue on inputs, GNP = National Income.

7. Explain in writinz why GNP and National Income of production
are measured in money units instead of in "real®™ wnits.

I\TERTi BJECTIVES

-+.The student w1ll

Draw and label the circular flow dlagram for the U.S,

List at least 10 characteristics. of the U.S. economy not shown
or accounted for in.the diagram. . R

Draw a circular flcw diagram for Russia and list difference be-
tween U.S. and.Russian economies which are shown by the diagrams.
List assumptions.implicit in the circulidr flow moving modal which
keep-the system operating at a constant speed: firms- and famil-
ies have a coustant size and number; production, consumption and
exchange activities remain unchanged.

State in writing why the circular flow diagram or aminated model
are- useful for studying our sconomic system: Dbecause they des-
cribe thu chavacteristics listed in long-term behavioral object—
ive 5.

State in writing why: tqb-C1rcu1ar flow dlagram is called a cir-

e B e e e e e B R L T e
.

cular flow diagram: because it shows the constant operation of
the eccnomy as a never ending, regenerative cycle of economic
activity which generates flows of real inputs and outputs and

- money tincome. SRR TR :
‘Given alternatives, rccognlze the correct reason why it is es-

sential to study an economy.as a complete system: because it is

'necessary to understand how the economy performs its basic function.

List the things which must be studies.about. the total economy
(See Content OQutline:.II, A, 3c)-

-From alternatives; recognize the definition of micro-economics

as the study of the funciioning of the total -economic system.

5 . 'y
- e N
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& LESSON SEQUENCE 1
oo DAY 1 ]
égm 1. Describe -the purpose of the first part of the lesson: to con— ;
i struct and analyze exchange diagrams for the U.S. and Rusgsian. 5

- . '.economies; to compare the -exchange diagrams for the U.S., Rus-

}im gian and Tsimshian economies.- 3
; 4 . . L : - '
- 2. .Quickly (5 minutes) review information from Lesson 4 by asking i
;J the class the following questions and by having students supply g
oo . aniswers.crally. N ea ;
éf‘ A. TFor the Tsimshian economy, what were the main exchange, and ;
. between what economic institutions did these exchanges oc- 1
1 cur?: .- | - ' . 1
v - .Answer: Potlatch exchanges between local clan groups, barter 3
] between local clan groups. iy 3
L . !
k. B.. What are the main differences between the Tsimshian and U.s.

g] e¢onomies? - : '

P .. . Answer: (1) Separate producing and ‘onsuming institutions ;
5 ‘ ) . in U.S. ;‘
g]‘ - o (2) Money and markets are very important in the U.S. 4
" L : economy; tradition is importamt in the Tsimshian :
1 S econony; - . 1

-

TR (3) The U.S. economy is more dynamic; there is more ;
chaage and growth. o

?,. 3. Complete Frame 1-of the-worksheet to derive a circular flow dia-.
- - " gramy - In-a class discussion ask students questions about .the

j U.S. economy from Frame 1 of the worKsheet. Elicit class respon-
1 ses quickly. These questions are easy to answer. Their main ,
b~ - ‘ . purpose is to lead students to the informationm which will enable :
students to construct the circular flow diagram. Students should ]

4 answer your questions orally, and write the correct answers in
E e the space provided in Frame 1. . !
%J” A. When you get to Part E, try to get students to develop the ﬁ
- circular flow -diagram on their own. Either ask a willing 5
;* e student to draw his suggested diagram on the board,.or draw f
p EEEE the diagram yourself from instructions provided by students. &
. ‘ ~ B.- For parts E~ H, and I which ask students to draw diagram, E
‘ ¢ ¢l after you -construct the diagrams, show the overhead trans- ]

. parencies of the diagram and ask students to copy it in the
gpace provided in the worksheet. You should try to complete
this frame by the end 'of the period.

o

e T i e Ul )
——

Homework: Worksheet, Frame 2 ;




R DAY é.;..t.. .

1. Derive an exchange diagram for the Soviet economy. (This is an
optional exercise. It's main purpose is to further reinforce
the meaning .of  the circular flow diagram by getting students

-« to figure out how to change it.to make it describe another in-

. - dustrial money exchange ecconomy. It is alsoc useful as an in-

- troduction to the study of the Russian economy. However, if

; you feel students have a complete understanding of the circular
. £low diagram, you may want, to eliminate this exercise).:

e
-

A. Ask students, as a class activity, to altex the circular
flow diagram for the U.S. to make it appropriate for the
Russian economy. .
E ¢ enitin ‘t e oL o
B. Students do not h ve enonﬂh _nformation about the Russian
‘ R .- .economy to do this assignment without help. We suggest
3 that you act as a-resource person to:answer any student
: questions which students need answered in order for them
to. collect the .recessary information to complete the, assign-
ment, Instruct students that they are to figure out the
1 - changes in the diagram for themselves, -that yoyr only func-
tion is to answer the necessary factual questions which
* » . .’ they need to know in iorder to complete the assignment.
oot ‘Instruct 'students to'ask questions so that you can answer
with a yes or no. The purpose of this assignment is to
force students to frame the necessary questions which will
lead to a solution of the problem.

i:-To aid you in preparing for this activity, the attached:.outline.on
sthe Russian economy. is provided. (It is.the outline which was pro-
< vided in nhe summer workshop) - et '

\\ | S

-t

fa -Ci Instruct students tQ complege Frame 3 A and B,which summar-
' re L lze this activity.. < K Criha. e
D. Use Part C of Frame 3 as a basis for a.brief class discus~~-
] ion, and ask students to summarize the discussicn by com-
. p1eting the frame in their worksheets., cL

-
- -—

[ B

' v : o
’“2.'wBegin the»secpnd part of the. lesson -— the study, of an economy
*  .as'a complete economic.systen (mtcro-ecouomics) Describe the
purpose of this part of the lesson'

Aa +To expand the definition of economlcs to include a study of
S ythe operation of the economy as a complete system;
B. To convert the. circular flow«diagram'into an gnimated model
of the U.S. economy;

C. To use this model to explain certa;n important features of
the U.S. economic system.

By ez
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Conduct a lecture-discussion to justify the need for studying
the economy of a country as a total system:

. A. Review the conclusions of Lesson 4 ~- about the procedure

for studying an economic system: "

(1) Identify and describe the decision-making behavior and
economlic activity of all major economic 1nst1tut10ns,

(2) Describe the interdependence between these institutions,
the exchange system which ties the institutions to-
gether.

B, Review the definition of the word system. 'A system is an

orderly arrangement of parts, clements, etc., into a whole;
especially such combination according to some rational
principle; ... Physiocl. An assemblage of organic structures
composed of similar elements and combined for the same gen-
eral functions: the neverous system.” (From Funk and Wag-
nall's Text Edithﬂ of the Standard College Dictionary,
Harcourt, .Brace and World).

C. Point out that we have not yet considered the need to study

- an economy as a totality, but that the circular flow diagram
does summarize the economy as a total system. Ask students
these questions:

(1) What conclusions can you draw about the functions of
our economy from studying the circular flow diagram?
Answer: Satisfy wants through the production, distri-

bution and consumption of goods and services.

(2) Are these functions of any economic system? (That is
are these functions characteristic of all economies)?
Answer: Yea

Review the meaning of the word system. 7This experience is in-
cluded to make sure that students understand the difference

. between studying the economy in parts and studying it as a

total system, one big totality. Students must recognize that

. in order to understand an economic system one must understand

two _things: (1) the functions of the system, and (2) how the
parts of the systcm perve these functions.

o AsE studenfs'to read the short discussion about systems at the
. beginning of Frame 5. Then complete Frame 5 as a group activity

in class. The cxamples of systems given in Frame 5 are all
‘common Systems with readily identifiable functions and parts.

. Homework: Complete Frame 4 and Frame 5 (any parts no completed
v in class).




DAY 3 ' ' ' - :fﬁt'h T

1. Review Frame 4 and any part of Frame 5 which studengs completed
as homework.

iy

2. 'Studyinq,the U.S. economy as a total (macro) svycten.

A. Ask students to suaggest some of the questions which must

-+ be answered in order to describe more fully'the operation

- .. of the total eccnomic system of a country, and which rep-
resent a kind of analysis which is different from the study
cf individual econciiic institutions (micro systems). You
want students to suggest areas of study relatcd to macro-
economic theory, suzh as:

(1) tThat -i3 the level of National output (Gross National
Product)? That is, how do you measure GNP?
' (2) What datehm*nav the level of GNP?
.. (3) Vhat is the relationship between GNP and National Income?
(4) What ﬂc“erm..ms the growth or decline in CNP from one
year to the next?
(5) Vot 45 the relationship betwzen GNP and total "invest-
“ent, totel conzumztion?
“{6) ¥hot is the relation betwee: GNP and the supply of money?
(7) What is tuLe level of national wealth? That ic, how do
’ you meastre the total wealth of the economy?
© (6) What determizics' the rate of growth in tle o2l wealth
' of aii’r~oro.y?

1
.

ﬁ B. The end objective of this activity is to come up with these
) questions. Try to get students to suggest th~a themselves.
If they do not, or do mnot raisé all of them, theun state them

« youroelf .
| €. Agk student to complete part A of Frame 6. ] u
A D. As part of this activity discuss cach questica.briéfly. Try

to got stuuents o answer these guectionms. They chould rot

be ‘able to do vety much, but it’'is importgnt that students 3

gtart to thi % ‘about the general operaticn of the ¢conomic

eystem a3 & preparaiion for their vicuing the sireular ;

' £flow model -film. You want students to become interésted B

in macro-economic questions to recognize the difficulty of :

ancwering thede quoctions with the tcols and knowledge avail-

able to them, and -0 be ready to accept the meed ‘for’ some

“ sort of sinplified, forma, abstract means of ctudying these
probleng -~ a umodel of the cconomy. oo

s

< E. - Define thigs arad of economicsas ma cro—economicg (See’ Content:
Outline IIA, 3d).




e B

F. Point out that'part of the difficulty in studying

e ¥ macro-economics is that, unlike other systems --
the car, the human a house -- one can't see
T the total economic system. . One can only observe the

- part 'of it in which one is involved himself. In the
same way that one can see a human being without being

{3

- able to observe the functioning of its vital micro-
- systems,; so one could observe the U.S. economy from .
P a space ship without seeing how national output is

e generated and distributed. .

9 3. A Model of the Economic System

“ A. Introduce the movie of the circular flow model. (The

. purpose of the film is to provide an animated model of

, .. . .. the generation of national output). Explain.that the
;- movie 1is a very simplified model of the operation.of
- the economy. Close observation of the model suggests
" answers to some of the questions raised about macro-
¢ economics.
e ! ; B.’ Instructions on viewing the film., The film shows the

; operation of the model economy for three months, then
a . -+ repeats the same thing over again to enable you. to show

| ‘ the movie twice without having to rewind it. - Each com-
plete .showing lasts about four minutes.

| v (1) Tell.students to observe the film carefully. Skow
. the film through the end of January and stop it.
; Ask students to complete part B of Frame 6: name
» - - and briefly describe all parts of the model. To
{ ww ; .ald students, a drawing of the model is provided
s o ;on' page 11 of the worksheet.

o T R A gk e 4 s s B

-éi (2) Finish.sﬁowing the film through once and stop the
projector, Instruct students to complete part C

.o o . of Frame 6: Write down all of their observations
- 25 i .++..of ;movements of parts of the model. They should
. o .-. be'able to write these observations as the movie

is being shown.

o w . &. Class discussion of the operation of the movie model.

" AR This class discussion s should be brief as possible. The
. purpose 18 to pool: the observations of the class, to make
sure that all students ‘saw the important aspects of the model.

] . A. Ask-students for their obaetvations and write down the
. . corrzct observations on the chalk board. Ask students to
", make. ‘corrections on their worksheet.




6

For incorrect observations, try to get other students to
. make corrections. Only accept observations of what was
in the movie. Do not accept any analysis of the model.
'D. If necessary, show the sécond loop of the film to clear
‘*  up any questions. ‘This time you may want to carry on the
'+ discussion as the- film is shown. o

Homework: 'Ask studeats to try to apply what tbey'observed in the
: *films to answer the questions in Frame 7, to prepare
for the class discussion the next day.

DAY 4

. LI
' R

13 4 .
LI PR L

il " * .

1. - Analysis &f the Cirbular Medél to’Describé Tmportant Features of
the ‘Operation »f the U.S. Economy.: S

»

A, Show the film th¥ough again. ‘ -

B. Complete Frawze 7. 1n a class discussion ask students to re-
"view the questions stited in part A of ‘Frame 6 and repeated
i Frame 7.° For edch question, after the clags has done a
satisfactory job or relating the question’to-'the animated

- ‘model, ask ‘“dmeone to summarize the dis¢ussion. Write the

suzmary on the chalk board, and ask students to copy the
suzmary in the space provided in Frame 7., (Note: The typist
did nbt leave enough space for a complete answer in the work-
gheet) . : o it *

C. The purpose of this discussion is to ifivestigate which of
«  'the questions can be answered with the aid' of the circular
flow nodel, and to arrive at tentative answers. Use the
_ sample answers provided in the Teacher's Guide as a basis
' . fér designing your classroom strategy. :

The @iscwssion twill allow you to bring up two important is-
sues which students usually have difficulty handling, but
which you should be able to work through if students were
observant enough in viewing the movie:

(1) The.distinction Hetweén stock and flow.variables in econ-
omics. (See Content Outline for an analysis of these
terms) . National income théory ‘or analysis 1€ an analysis
of the ‘deternination of the'flow of incom¢. ‘ Theories of
economic growth ard theories of what determinés- the growth
of the stock of wealth of an ecomomy. It is important for
students to 'see that there are two importdit areas of

"‘study, "and that the variables involved are different in
kind. One type of variable -- flow variables, such as

+




income, production, consumption -~ are measured by rates. The other
type of variable =-- stock variables, such as wealth -- are measured
by real amounts.

(2) The meaning of a rate. National Income is measured as a rate of flow
of income earned in a particular period of time: e.g. $580 billion
dollars per year. The $580 does not actually exist. It is the in-
come generated by economic activity over a period of time. It is a
sum. The meaning of a rate is portrayed in the movie. The rate of
income generation is the speed of the flow of the inner circle. The
measurement of the rate is the sum accumulated in the counter. The
sum is a way of quantifying -- measuring -- the speed of the flow.
(In terms of the calculus, the movie shows the relation between a
derivative and the integral).

On the other hand, the number used to measure a stock variable does
actually represent the amount of the thing which is in existence at
gsome given point in time.

An understanding that GNP and National Income are flows, that there~
fore they can only be quantified by adding up the amount generated
over a period of time. At any one point in time, GNP = 0. GNP only
has meaning as a rate per period of time.

The constant operation of the economy. GNP is generated continuously.

The economy never stops, mot even on Sunday.

The distinction between the real and money value of income or output.
In our economy, because all output and inputs are purchased for money,
it i1s possible and convenient to measure real things in money units

of measurement instead of in physical units. It is meaningless to
measure GNP in physical units because total output is made up of so
many different things. But GNP can be measured in terms of the market
(money)value of what is produced.

The fact that physical things can be measured by their monetary value
makes it possible for economists to measure things. However, measuring
things in money units creates problems tooc. Whenever the price of the
thing changes, the money measurement of it also changes. This problem
18 serious, and the economists solution is to deflate things measured
in money units to eliminate the effect of price changes. This last
issue will not be taken up until Unit II of the course. At this point,
it 1s important to take the opportunity presented by the film to get
students to see why economists measure things in money units instead

of in physical units.

Homework: Complete Frame 8 and 9.

DAY 5

1. Revizsw Frames 8 and 9.

2. Go on to Lesson 6.
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3 CONTENT TEACHER VISUAL

DAY 1

] Iixchange Diagram for the l. Review information from Use chalk board to de-

U.5. econony lesson 4. velop the dieagrams.

4 2. Fast paced question & Use overhead trans-
t answer sessicn to de- parencies as a guide
3 velop the circular flow fcr students in com-
4 diagram, describe its pleting the diagrams
§ characteristics, show its | on their worksheet.
3 limitations, & provide’

g students with practice in

3 drawing the diagram.

: DAY 2

1 dxzchange diagram for
] the Russian economy

fomparison of U.S. &
Tronian Economies

iae need to study an
zconomy as a total
cconomic system

Conduct an inquiry training
session in which students
alter the circular flow dia-
gram to make it apply to the
Russian Economy by asking
teacher for any information
on Russia necessary to com=
plete the assignment.

Class discussion on similar-

ities & differences between
Russian and U.S. economies.

1. Review conclusions from
Lesson 4 on how to study
an economy.

2. Review definition of

"systems' & complete Frame

5 in group discussion.

Chalk board to
develop exchange
diagram
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A
b
2
5
4
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WORKSHEET

HOMEWORK

EVALUATION

Frame 1: questions related
to the development of the
circuler flow diagram, an
exchange diagram for thec
U.S. economy. Students
complete the frame on the
basis of class discussion.

Frame 2: summary quiz
questions on the diagram

Frame 2, worksheet

Frame

2, worksheet

Frame 3: students draw
Russian diagram,
summarize compzarison
of U.S. & Russian
economies.

Frame 5: for five examples
of systems students must
identify parts of the
system & major functions
of the system. ;

Frame 4: short-answer
questions comparing
Tsimshian, Russian &'
U.S. economies through
analysis of exchange

diagrams.

Complete Frame 5

Ve

.'L'

Frame 4

Frame'$

P Ty o T ocrt <o s -
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s £t

3
¥




R

cps o

Lesson Sequence Chart (Continucd) 5
] ! I
CONTENT | TEACHER ; VISUAL |
3 : g
— 5
s |
LAY 3 |
niacro-Economic System Tries to elicit from ! List on chalk board
The major research questions students some of the !
of Macro-econcmics, the major things to study §
study of the economic system about an economy as a !
as a whole. whole, i g
Tries to get studemts | Z
to answer these ques- | ‘
tions, and to see the
difficulty cof answer- |
ing them, §
£n animated Circular Flow Show movie ~ on anima- ! 4 minute mevie of an
Model of an economy. ted circular flow ; animated civcular flo:
mode:1. - model showing income )
| generation for 3 monthc. 1
Students write obser- B
vations about the ! -
model's parts & oper- ! 3
ation in Frame 6. ! ¥
: T
- i

LAY 4

fualysis of the Circular

Flow HModel to:

i. show how to measure GNP

. vhat determines the level
cf GNP

3. the relation between GNP
& National Income

t. the relation between GNP

& Consumption spending

Discuss.on of vocabulary:
1. stock & flow variables
2. real & money measures of

Leads a c¢lass discussion
in which students relate
the movie model to the
quasticns about the
economy as a whole in
Frame 7.

Go back over those
concepts which were
raised in completing

goods & services Frame 7, and help g}
3. rates students relate what -

they saw in the film k.

to those concepts. .

If necessary, show film 4

again. 4

DAY 5 Review Frames & and 9 !
SUMMARY i
i
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WORKSHEET HOMEWORK EVAULATION

ST AR T T T ST R TR e Y SR T e

R

Frame 6, As Students Frame 6, A:
record list of majox
issues invclved in
macro-economics.

Frame 6¢ writc ubserva- ‘Try to answer

tions of the parts & qucstions in Frame 7
, operation of the wmodel. by applying obscrva-
; tions about thz movie
| medel.,

Frame 7: provides space
t¢ summarize class
discussion on the the
relevance of the movie
model to seven questions
about micro-economics.

Frame 3: short questions Frame & and 9
, on important points
| raised in day 4 class
‘ discussion.

cowt

R Aact i

Frame 9: summary frame Frame 8 and 9
testing student knowl-
edge of the usefulness
and limitations of the
circular flow model.

End of lesson test
End of Unit test
End of course test

oo, M




ECON 12
LESSON NO., 6

ECONOMIC VALUES, GOALS AND POLICIES

4 DAYS

Table of Contents and Specifications

Instructor's Materials.

Purpcse of the lesson
Content Qutline
Long-terr behavioral ob jectives
Prerequisite behavioral objectives
Lessor. sequeince
tudent essay
Worksheet
Answers to worksheet

-

z-

o~ &=

Equipment Needed '~ None

Sruden:'s Materials

1. Purpose of the lesson
2. Content Outline

3. Student essay

4. Worksheet

.
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LONG~TERM BEHAVIORAL OBJECTIVE

LESSON NO., 3

For instruccors

The student will be able to:

1. nane and explain meaning of the four basic catesories of economic
goals of U.S. society, as follows:

a.

d.

freedorn ~ this means the freedom to buy and-sell in the'market
place, to own propercy, and to enter into aay economic activity
for which an individual or zroup has the capacity. Freedon is
created, defined, limited and changed by society.

justice =~ the coherence, in the minds of mos® people that the’
actual economic orxganization is reasonably close ¢o an ideal
orzanization. The belief that justice prevails centers on two
main issues (1) is the law

prozress - that our material welfare shows a steady improve-

nenc, thac is

(1) the national ouiput per capita rises

(2) that the quality of our enviromment, air, water, living
space, cultural resources is naintained &% "itproved. -

stability - that economic security is maintained by high levels
of employmeni, business activicy and price stability.

staie thai freedon and justice are primarily qualitative although
rank orderin:; is possible and meaningful comparisons between free-
donn and/or justice in two or more systems can be made.

state that progress and stability are subject to quantitative
neasurenent,althougzh each rmust also be judzed qualitatively.

|
1
I
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LESSON NO. 5

PREREQUISITE BEHAVIORAL OBJECTIVES

For Insiructors

1.

Given a list of goal-dirccted econouic actions and/or policies of
private and public institutions, student will place them in the
proper category or categories ziven in Long~Term Behavioral Objec-
tive No. 1. For example:

. social security =~ stabili:y

. high wages ~ progress, stability

. pension plans ~ stability

. speedinyg automation =~ projress

. medicare +~ security

. mininum wage laws ~ justice; stability

. bullding rapid transii systems -~ progress
. fair employuent lawys. =~ justice

. reciprocal trade policies -~ progress

HhoOo o o

Pe O3

Given a list of private and public actions and policies which promote
one poal (s) and at the same time impede the achievenent of another
yoals (8), student will indicaté which goals are promoted and which
impeded, e..

a. Pollution control im industrial plamis promotes progress in
raising the quality of our enviroament and impedes freedom in
conducec of business.

b. Zoninj law changes from residential to business use promotes
the freedor: of one set of persons and impedes the freedom of
action of anoither set.

S:udent produces a written statement describiny the relationship
becween social values, economlc 3joals and econonic institutions
which contain the followinm points:

a. that social values deternine :the econonic 3zoals of a society

b. chat economic institutions are shaped by econcnic zoals

¢. zhat economic institucions also produce changes in econonic
soals and that both institutions and Joals produce changes
in social 3oals.

Given “he followinj statements about the resolution of socio-econ-~
owic conflict, the student chooses the correct statements.

a. is a necessary consequence of scarcity and a natural pari of
econoniic exiscenc.

b. ihere is always an ethically correct side »f a conflict

c. couris resolve conflicts in accordance with what is rizht




T AT

Rt M

PREREQUISITE BEHAVIORAL OBJECTIVES

D

d. in our society, laws aud their administration resolve .con- .
flicts

e, in our sociery, buyinj and selling resolve conflicts

f. in Russia, major conflicts of interest develop over who owas
the neaus of productiovn.

Scudent will be able to write a definition of econonic policy which
states that economic policy is the application of economic theory
and techniques “u the practical problems of individuals, businesses
and governments.

Studen: will be able to state he s:eps in making a ratiomal .
dacision on econouic policy:

1. state the 30al you wish £o achieve. :
. dezernine ¢that the o0al is coasistent wiih your other zoals.
. list ¢he things which liniz ~“he policies you could choose.

. list :he alternative policies available-to you.

calculate the cost of each alcernative,

chosse :he tnost econonical policy.

B wN
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LESSON NO. 35
LESSON SEQUENCE

For instructor

DA.YS l il 2

1. Student essay t£o be assizned for readins for homework oan previous
day. This essay covers nosi of the lesson content; however, the
content is also covered in :the Worksheet. Slow readers and non-
readers can learn “he material in class. The essay is desijned to
present an adul: discussion of the coumplex problew of understand-
ingy che relationship between values and 3oals and the conflicts
whwch arise from wrying %o achieve our economic goals. The essay
could be discussed at che beginning of che lessonm, or the discus-
sion could take place while the VWorksheet frames are being com-
pleted. |

2. Complete Frames 1-2.
Frames 1«3 can be done eicher as class exercises or by dividing the
students into work sroups of 5-10. If the latter method is used,
the imstructor can take the completed worksheet from oue of the
sroups and use it as a focus for a discussion which will enable the
whole class to share in the ideas of each group. .

3, Assign introductory reading in Frame 3 on the nizat before the frame
is discussed inm class The two docurients can be read and discussed
in class, and :che students can compose ktheir respcnses Lo the work-
sheet collectively or individually, as the instructor wishes.

4. Complete Frame 3.

DAYS 3-4

The uethod of making rational decisions about economic policy can
best be accomplished by having che students 3o through the decision-
making process themselves. This can be done in any way that sults the
instructor and the scudents. One possibility, in classes no larger
than 35 students, would be to hold two debates. Choose two economic
problens that are currently bein3 debated, e.3., whether or not o
trade with China; whether or not to tear down the Embarcadero freeway;
whether or not %o pass a bond issue for ihe Contra Costa County Junior

Colleje district; or the school's annual debate topic if appropriate.

a8 o

Assizn half the class to each topic and then let each half divide
on the issue as it pleases “hen., If there are any left~overs, assign
then arbitrarily so that there are four 3roups of approximately the

sane size.

ke i o i N *J&W" ik i




LESSON SEQUENCE «De

I: will be che respuonsibility of each jroup o defend izs posi-
tion in a debate. Each team should be allowed o decide which members
nf the team will actually participate in che debate. Each team would
be required :5 prepare a position on papec seiting forth the ar Junent
in defense of the policy it has chosen. The nmenbers of the team would
be graded on the qualivy -f :he position paper and of che performance
for the reanm in *he dehate.

The four posiiion papers would be sraded by the imstructor, tne
two debates by the students. Fur cach debate, =he half of the class
not in che debaie would act as judges. The students would be expected
£o judze the debate on the followinj points:

1. Data presented -~ sources, correctuness and thoxoushness

2. Logic + 4is the arsunent presented consistent with the policy
beiuy defended

3. Econonic validity «~ is the argument valid econonmically, e.g.,
does the arjument include a sound analysis of alterinative cosis;
does it take into consideration zhe actwnal consiraints which the
policy maker faces, |

The students who are judies will then vote to determine the winning
ream and each student will write a defense of his vote, These will
be graded by the Zlustructor.

Frane 4 of che worksheet conktains soune information un a recent
national debace over whether or not 2 ship wheat to Russia. The main
argunents on each side of that debate are given so that students can
see the sort of evidence and ariunents which could be used in a debote
on trade with China.

The difficulties in “ecaching decision naking this way lie in che
lozistics of having students gather che necessary data. If this can
be done, the me:zhod should work very well. TI£ it can't be done, then
the students can pe assigned individual problems, or economic problens
can be analyzed duriny class discussion. I% wight be necessary for
the instructor to pather zhe data himself. If the task is assiuned
t5 students, the issues should be snes that are currently bein3 dig-
cussed in the newspapers aad journals 3£ opinion.




3oz sl o ) i 2 036 s,

LESSON NO. .&%:.
ANSWERS TO WORKSHEET

For instructor

Note: These answers are typed to fit the space on the worksheet. If
you wish.to put thenm on the worksheet, scissors and scotch tape
will do the job.

simshian values. Frame 1

The Tsimshians placed a hizh value on social stability and the nainten-
ance of social status. They valued the family group,and individuals,
except -for the leaders, were submerped in the group. The. -traditional
modes of production and rhe highly decorated objects of common use in-
dicate that a hizh value was placed upon beauty. Their lopsely or-
ganized political system indicates that they did not wish to develop

an econcmically powerful society, and their relative indifference to
production innovations indicates that they did not value sustained
naterial improvement. :

"U.S. Values.

Americans practically live in the market place, which is one of the |
most dynamic economic institutions.. As a consequence they have ac-
cepted the possibility of rapidly charnging social status.as a viriue.
The hizh level of innovation indicates that increasing levels of
material well being is valued. Clearly, a rising standard of living
for everyone makes a decline in status for some less dangerous for

the society. Americans, with their highly organized political ‘sysiem,
value power.

Frame 2

JUSTICE - . FREEDOM PROGRESS STABILITY 3
- . . . : . i
nedicare war in Vietnam youth job war in Vietnam :
youth job iraining buying a car training airline subsidies {
industrial smog - anti-:trust laws airline subsi- saving by a. house- ;
~.control Civil Rights laws. dies hold.. | 4
auto smog control buying and selling automatién in  federal. taxing and 7

anti-trust laws by a business firm industry spending
laying off workers saving by a full employment law 1
changing one's job household being drafted into :
changing the brand working one's . . army . 3
of one's lipstick way thro col- R 1
lege *

Civil Richts law
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LESSON NO. & ANSWERS TO WORKSHEET -

Frame 2 - contc

Six choices:

1. Industrial sno3 contyol. This conflicis with the freedom of the firm
to make its own econonic decisions; at the same time it improves econo-
nic justice.

2 Anti-trusi laws. Increases the freedom of small firps to operate,
and ihis is considered an improvemeni im justice, but it interferes
with the freedom of larpe firms. '

3. Being drafted into the army is designed to increase our safety and
rhus the stability of our system, but it greatly limits the freedou of
the draftee.

Hadt Bafi it

4. Airline subsidies help increase the stabiliiy of the air transport
industry, but this use of our taxes is a deprivation for the people who
never fly on ai

5. Laying off workers by a firm is an act of freedom, but it does
little to increase a worker's security which is an inportant part. of
stability.

g 6. Automation in industry helps pr but by increasing the danger

0gress,

: of unemployment it reduces our stabilizy..’
Frame 3 -~ questions

]

: Wich the increasing size of American industrial enterprises throughout
; the 19th century, it became appareni to tne workinz men that they either
had to orjanize or become industrial serfs. In the face of hostile
public opinion they conducted a lonz and bloody struggzle for the ripght
to organize. However, ir was not until the collapse of business power
in 1929 ‘that labor was able to gain the’rights it sought both in fed-
eral legislation and in legal interpretation by the courts.

1 P o 2. o

! The freedon of the workers was increased and that of the employers de-
' creased. By 1935, the workers could force changes in working condi-
tions and the employers could n> longer fire them, lock them out or
blacklist them. T '

3.
The chanzes were mainly caused by three forces:
k 1. induscrialization and concentration of industry
1 2. the democratic political process
3. the ideolozy of freedon

I L




LESSON NO. 6 ANSWERS TO WORKSHEET

Frame 3 - cont'd

4,
The major changes were:
1. the rise of 3zreat industrial concentracions
2. the rise of nationally orsanized labor unions
3. the decline in agriculiure and of rural political power




LESSON NO 7

WHAT IS ECONOMICS?

2 DAYS

Instructor's Materials |

Purpose of. Lesson
Content. Outlln |
Prerequisite ObJectivess, . . T
Experiénce Objectives L . STy
Summary Chart - Content and ObJectlves o .
Lesson Sequence Chart
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Student Materials

1. Program on the Definition of Economics
2. Questionnaire on Student Evaluation of Unit I
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PURPOSE

A
b

The purpose of this final lesson in Unit I is to review the
previous six lessons and to enable students to learn a complete
definition of economics which they can write and defend. " ‘Students
are requirad to explain the four necessary paris of the deflnltlon,
to compare different correct definitions, distinguish econom;cs _
from the other social sciences, to describe the two majox flelds '
of economics (macroeconomics and microeconomics), and; to dlstlng-.
uish between the science of economics and, practlcal ﬂconomlc ‘
decision and policy making. Flnally, students will be, able to
use the.definition of economics by analyzing some popular mis -
conception of what economics is.

2=
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CONTENT OUTLINE

i

I The Definition of Economlcs

A.

A definition of economics as a soc1a1 science and which

establishes a frame of reference for studying economics.

1. Lionel Robbins defines economics as "the science which
studies human behavior as a relationship between ends

~and scarce means which have alternative uses." (p. 16,

The Nature and Siznificance of Economic Sc1ence )

2 This definition sets forth the four pr1nc1pu1 charac~
terlstics of economics: -
a. ''science." ' This means that economics is a study

which uses the scientific method, a procedure which

involves the following steps:
(1) collection of. data or observations about the
thing to be studied e
(2) statement of:hypotheses ‘about the nature or

operation of:the things being studied

Rl

' (3) empirical or theoretical testing of the hypo-

thesis.

b. 'studies human behavior as a vélationship." The fact
that economics studies human behavior makes it a social

science. Social sciences study group actions and
organization as well as irndividual behavior. This

phrase also implies that the science of economics is
not limited to some subgroup of human behaV1or from

one point of view.

c. "between'ends and scarcé means." The aspect of all
‘human behavior studied by economists$ is any behavior
which involves achieving ends when the means are scarce.
Economics is the study of human behavior related to
solving the scarcity problem, problems -which arise
because wants are greater than the avallable resources

to satisfy these ‘wants.

d. ”which have alternative uses." Solving the scarcity
problem is complicated by the fact that there are
alternativé’uses for the scarce means (resources).

If. the means were scarce, but there was only one use
for each resource, it would then be easier to solve
scarcity., Thé resources available would completely
decermine the possible outputs. The only problems to
be solved would be to decide how many tresources to use
~<how much to‘produce-~-and how to distribute the out-
put~-for whom to produce. The fact that there are
alternative ‘'uses for scarce resources means‘ that people
must also decide what to - produce and how to produce

“hese outputs.
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CONTENT OUTLINE

3. A restatement of Robbins' definition into plainer English
is, Economics is the social science which studies how people
decide between alternaiive uses of scarce resources to satisfy
wants. '

B. The Relations between this Definition of Economics and What has
been Learned About Economics in Lessons 1-6.. .

1. To get a firmer grasp on just what it is that economics studies
it is important to delimit ‘the field 9f 5¥udy so that a person
can distinguish between what is and what is not ecomomics. |

2. Because economists do no: cqnfihe their study to some very '

specific group of things, it is impossible to state a defini-
tion which is exact. But i: is useful io delimit the field
so that the student knows the group of things studied which
form the core of the science at the present time.

3. For this purpose, it is useful to identify certain types of

 human behavior which are primarily economic, and which are

therefore more often’studied by economists. There are three
important kinds of social behavior which aré important: :

@. activities which are primarily economic in the sense
that they involve the use of scarce resources to
satisfy wants:

(1) production

(2) consumption

(3) exchange

(4) saving

(5) investment

b. decisions which are primarily e¢conomic in the sense that
they involve choices about how to allocate scarce resources
to satisfy wants:- '

(1) whai %o produce

(2) how to produce this output

(3) for whom to produce this output

(4) how much to produce in total

c. Economic organization. People organize into groups,
economnic institutions, to make these decisions and to
carry out this activity. The total group of these econo-
mic institutions in a given society when studied to-
gether, is called the economy or economic system of
that society.

4. Economics is :he social science which studies the organization
of society to meke decisions and carry out activiiies which
allocate scarce resrouces o satisfy human wants. Economics
is the study of ccordmies or economic systems.

iad Ko,

C. The Relation between Economics and the Other Social Sciences
1. To get a still firmer grasp on what economics studies, it is
also imporxtant to be able to distinguish economics from the
other social sciences.
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9. Just as it is impossible to stake out precise Iinits on what
economics studies, it is impossible to completely delimit the
area of the different social sciences. The disciplines over-
lap. 1If you can see in what ways they-differ and in what ways
they overlap, you can gét a clearer understanding of the subject
matter of economics. S -

3. §ratements defining some other social ‘'sciénces:
a. Anthropology is the study of the physical and cultural
. characteristics of man, particularly of primitive man.
b. Political Science is the study of government and politi-
cal power (when political means the body politic).
c. Sociology is the study of society, the forms of groups
within society and the interaction of these groups with
one another.

II. Major Parts of Economics
A. A division according %o the way an economy is studied.

1. Microeconomics is the science which studies the individual
economic organizations (institutions) in & society, and the
relations betweei. these individual organizations (institutions).

a. The institutions studied: major production, consumption,
exchange saving and investment institutions in the society. .
In the U.S., this includes the family business firms
labor unions, financial institutions, government agencies
involved with taxation and government spending.

b. These institutions are studied in order to enable the
student to describe and predict how these organizations
make the three allocation decisions of wha: to produce,
how to produce and for whom to produce.

2, Macroeconomics is the science which studies the operation -of
the economy as a total economic system. This study is primarily
an inquiry into what determines the total level of production at
one point in time and over time.

B. The Distinction Betwecen Pure Economics and Applied Economics

1. Pure economics is the purely scientific part of economics
which is concerned with increasing knowledge about economic
systems, both from the point of view of microeconomics and of
macroeconomics. Pure science deals with describing explaining
and predicting the thing being studied.

a. pure economic analysis requires the use of methods which
are scientific, and requires the economist to study the
the subject objectively with the end purpose of increasing
the body of economic knowledge.

b. pure research is judged according to its success in ex- .
plaining and predicting.

2. Applied economics is the use of economic knowledge to solve
practical economic problems. These problems usually require
economic policy decisions designed :to achieve specific econ-
omic goals.
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CONTENT OUTLINE

Econonic policy is defined as a plan of: action or a
guide for making decision. '
The procedures used in applied economics are rational
decision making procedures which will yield a wise
decision stating the action to be pursued to achieve
-some goal or goals.

.Economic policies (applied economics) are judged by

their success in achieving the intended goal(s) The
test is pragmatic (does the policy work?).

sem % . . » * ee o e
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PREREQUISITE BEHAVIORAL OBJECTIVES

AlT;of:ﬁhe‘followiné‘béhéViofaf'objectives are prerequisite objec-

tives (the new term for whai were previously "interim" objectives).
There are no long-term behavioral objectives associated with this les-
son because in later lessons ‘students will learn more about all of the
distinctions ‘made in ‘this lesson. ‘ B

1.

sources’ to satisfy wants."

Students will write a definition of economics which ‘includes the
following parts: (1) it is a social science (2) it studies human
behavior related to the scarcity problem--how to satisfy wants with
scarce resources (3) the Bethidr studied aré choices required
because there are alternalive uses of scarce resources.

Given +he definition of economics stated below, students will be

able to write an answer to the following questions about the defini-

tion. The definizion is, "Economics is the'social science which
studies how people decide between altermative uses of scarce re-

a. Why is economics a science? ‘Anms: because it is a study of
phenomena using the scientific merhod. 3-udents should
state the three parts of the procedure. :

b. Why is economics a social science? Ans: becausé economics

‘ "~ is a study of human and group behavior. f studies one
aspect of social organizacion. - '

c. How does economics differ from sociology when sociology is
defined as the study of society, the forms of groups with-
in society and the interaction of these groups with one
anoher? Ans: Economics is the study of economic decisions
of economic institutions, whereas sociology is a broader
srudy. It studies all groups of people, and all aspects of
group activity.

d. Of the four basic economic decisions (what, how, for whom, and
how much), studen:s can choose which would be eliminated if
there were no alternative uses of resources, irhat is if
each resource had only one use. Ans: What and how.

e. From alternatives students can identify why economics in-~
volves a study of economic institutions. Ans: because
rhese organizations make *he major economic decisions.

f. Students recognize that economics is more concerned with
econoriic decisions than with economic activity.

g. Given an example of social organization or a social problem,
students identify which social sciences would study the or-
ganization or problem.

3, Given examples of human decisions such as the choice of a spouse,
of religion, of an occupation, or of a political candidate, stu-
dents can identify the economic aspect of the decision from a
group of alternatives. For example, the economic aspect of
choosing a spouse involves the inabiliky to choose more than one
spouse, the importance of his ox her income earning or spending
capacity, the level of wealth.

Y
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"PREREQUISITE BEHAVIORAL OBJECTIVES

4. Given areas of micro and macro study in economics, situdents will
label them correctly. For example:

a.
b.
Co

How General Motors sets the price of new cars (micro)

How the Jones family spends its income (micro)

How raising personal income taxes will affect total consumer
spending (macro)

RFow union organized collective bargaining will affect wages
in the carpeniry trade (micro)

The way in which union organized collective bacgaining has
affe.ted inflation in the last thirty years (macro)

. Comparing labor productivity increases in the steel and,

auco industries between 1930 and 1965 (micro)

5. Given examples of pure economic research and practical policy
. problems, siudents distinguish between the two. For example:

a.
. b,

c.

studying the organization of the steel industry (# and size
of firms, what and how much each £f£irm produces, etc.) pure
studying how much land should be dévoted to state parks in
California, policy

studying the need for additional legislation to further
limitz monopoly power of large firms, policy

study of the laws which regulate the electric power
irdustry, pure
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EXPERIENCE OBJECTIVES

Read a shori: essay on the interelation of economics, and other
social sciences and why ithese fields of study are considered
scientific.

Complete a program which gives siudents practice-using what :hey

have learned abouc economics by requiring them to analyze examples.

Complete a questiounnaire which asks for student opinions about
various aspects of Unit I.
Pariicipate in a class discussion on the meamngzof economics and
the purpose and effectiveness of Unit I in ziving students this
undersicanding.
Wrice a paragraph or shor: essay (not :to exceed 2)) words) dis-
cussing one of the following statements in the light of what the
students now know about economics:
a. Will studying econonics help you balance the faaily check-
ing account or stay wichin a budget? '
. Are you learning how to make money in the stock market?
'or, Uean you iell me what stocks to buy?
c. Kconomics is not a scierice because economiscs cannot carry
on experiements to est hypo:heses about economic activity.
d. Economis:s are all Socialists.

om0 v MR
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Note:

CONTENT

Day 1

Defining
Econonmics

‘Answer question

=

LESSON SEQUENCE CHART

Because this lesson is short and because most of the learning
occurs through completing a program, ithe lesson sequence has

been eliminated.

the instructions necessary o organize the lesson.

TEACHER WORKSHEET
Administer Program on all
progranm major learning

for the lesson

HOMEWORK

Conplete attitude
and interest ques-
tionnaire (use I.B.M.
cards and pencils;
card # 20030193

abou: Unit 1;
encourage con-
struciive criti-
cism of the unit
to get students

to decide how much
they have learned
and whether or not
they know or care
about economics
studies

Study for examination
on Unit I

using class discussion
as a basis for review

The lesson sequence chart constains all of

EVALUATION

Criteria test
from the
program
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ECON 12 Examination on Lessons 1, 2, 3 -

Answer all of the questions below according to what you have learned in this
course. There is only one correct answar for each question. If you think
there is more than one correct answer, choose the one you think is best. If
you think none are correct, choose the alternative which scems most likely.
Answer all questions. To make sure you complete the examinatiocn, answer the
questions quickly, and go back to check on items you are rot sure about.

1. Economists distinguish between needs and wants. This distinction was
made in lesson one by categorizing wants as:
a) psychiatric and physiological
b) mental and unsatisfied
c) psychological and physical
d) physical and scarce,

¢. Which of the following is clearly an example of psychological wants?
a) love e Dl . ; SR
b) food
c) transportation
d) a rifle for a pioneer

3. uhich of the following is clearly an example of a physical want?
a) love
b) third car
c) beach cottage
d) clothing

4. \hy are psychological wants usually not permanently satisfied?
a) They keep recurring, for instance one must eat every day.
b) As one is satisfied, desire for a new one is created.
c) We use up the item that satisfied the want. :
d) People need different things at different times in their lives; ;
for instance, a baby's diet is nearly all milk while oider people
have a more varied diet.

5. lhich of the following is the best statement about why pnysical wants
are not usually permanently satisfied?
a) A few hours after eating, we get hungry.
b) Clothes styles change continually.
c) vost of us have ambition; when we reach one goal, we set ourselves
another.
d) Living standards in the U.S. keep going up.

6. In this diagram of the want satisfaction chain, which goes in square 4?
a) wants b) production c) distribution d) consumption

@ M—E—E— @m—>E—

7. In the above diagram which of the following goes in square 27 o
a) resources b) production c) outputs d) distribution




8. In the want-satisfaction chain inputs mean the same thing as:
_:-a) outputs . o : -
b) goods and services
c) factors of production
d) capital

9. As defined in this course which of the following is inputs:
.a) carpenter's labor
b) Ford car
c) alarm clock
d) dinner

*10. As defined in this course, which 6f the following is both inputs and
output? ‘ '

a) your Honda

b) farm tractor

c) a straw hat |

d) evergreen forest

11. As defined in this course which of the following is an output?
~a) doctor's prescription ‘ ' e
b) fish in the ocean
c) driving a truck
d) studying for this examination

For the following three questions indicate whether, with the information
given, the thing is a scarce resource. : i

12. Sea water for a resident of Las Vegas: a) yes b) no c) can't tell

13. Sea water for a resident of San Francisco: a) yes b) no ¢) can't tell
14. Air conditioners for Alaskan Eskimoes: a) yes b) no c) can't tell
For sach of the following questions (15,16,17) decide whether the -example.
shows a way im which the scarcity problem might be solved.

15. A prospector discovers large deposits of titanium ore:
a) yes b) no c) can't tell :

16. Surplus coffee beans are dumped in the ocean:
a) yes b) no c) can't tell

17. A young ‘boy 1ooses his craving for sweets:
a) yes b) no c) can't tell
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16. Productivity ratio. A factory uses 2 tons of steel; 12 man-hours,
and 4 machine hours to produce 56 filing cabinets. Uhat‘is the
productivity ratio for steel? L

a) 28 cabinets/ton b) 36 cabinets/ton c) 14 cabinets/hr.
d) 4 2/3 cabinets.

The next four questions involve comparing the efficiency (prbductivity)
of two companies. |

Company A and Company B both make widgets. Company A has a modevn factory
with all the latest machinery and 60 percent of its employeces are woman.
Company B has an older building, does more work by hand and only 10 percent of
its employees are women. Other data:

Company A Company B
Qutput widgets peruwéé& 2000 widgets per week
6000 L
Lot T
Inputs . PR S E
materials 2 tons plastic at $450 per ton 1000 1bs. metal at $35 per 100 1bs.
200 hours at $10 per hour 40:tours -at $9 per hour
machine |
time
labor 400 man-hrs. -at $2.50 per man/hr. 200 man-hours at $3 per man-hour
building $600 per week u $190 per week

.."119; What is the machine'broductivity for Company A?

a) $2000 - :.. b) 500 widgets/$1 c) $10/hour d) 30 widgets/hour

20. ihat is the labor productivity for Company B? -
a) 10°widgets/man-hour  b) 3 1/3 widgets/$] c) both a and b
d) neither a nor b.

21. UYhich company is the more efficient?
a) A b) B c) same: - d). neither’.

22. ilhat is the total productivity of Company B? | .
a) $1.33/widget b) 1.33 widgets/$1 .. c) 75¢ widget d) .75 widgets/$]
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The next three duestions give examples of specialization. Indicate whether
they show: a) resource specialization b) division of labor

c) use of capital d) comb1nat1on of a,b, and/or c.

23. A factor installs a new assembly line system which uses’ computers
and computer technicians.

23. A doctor confines his practice to the treatment of children.

24. A worker fastens on heels in a shoe factory.

Alternative Costs and Comparative Advantage

Secretat ry 0utput/m1nutes#§;ords)
Typing Shorthand
A 60 80
B 50 100

26. What is the relative efficiency of secretary A as compared to B in
typing?
a) 1.2 b) .83 c) .6 d) none of these

27. What is the alternative cost of using A as a typist?
a) 80 words shorthand b) 100 words shorthand
c) 60 words typing d) none of these

28. To get maximum output, A should work full time at:
a) typing b) shorthand ¢) either one

29. As a typist A has
a) comparative advantage
b) absolute advantage
c) neither o
d) both Pt e

30. As a typist B has
a) comparative advantage
'=wb; absolute advantage
neither
d) both




31.

32.

33.

~ Which of the follow1nq 1s tne best descr1pt1on of d1m1n1sh1ng
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réturns?
a) When one input 1n a product1on process "is” f1xed only a fixed
“amount of output’'can b produced per day:

b) To increase output Ffrom a product1on process, 1t is, necessary

"to increase all inputs prbport1onate1y e a

c) Additions to output are less for each add1tiona1 unit of one

given input.. ‘ L

d)After diminishing returns set in, output declines for cach ad-
ditional unit of ope given input. | ‘ »

The following table shows the output which can be produced from a
shirt factory using different amounts of workers. When does cor
diminishing returns set 1n in th1s examp1e°

.a-'
K}

labor - output
input # shirts
(man-hours per day
per day) .
0 0
]0. Lo B PR 100 ! :
20 . .250 R o
30 N . 375 : .
L N A o
50 550
60 s |
70 540

I

a) Yhen labor input increases from 20-30 man-hours;
b) Wnhen labor input increases from 30-40, s
c) When Tabor input increases from 40-50,

d) Yhen labor input increases from 60-70 man-hours.

lihy are there diminishing returns in the example aboye?
a) because labor is scarce
b) because some othar input in the production of sh1rts 1s scarce

+

c) because some workers ara better than others o

*
«y e ¢

d) because of all of these factors ce L

RELA

LI P
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Alternative cost is: ‘
a) the cost of producing some good or service by an alternative method
b) the output that could have been produced if an input had been put
to another use
) the cost of a output if figured in the money of another country
d) the cost of producing an output figured in cost per man-hour.

A company produces 1000 units per week of its product for an input
of 1000 man-hours. It adds 200 man-hours per week and production

rises to 1150 units per week. This is an example of:

a) increased productivity
b) diminishing returns

c) absolute advantage,

d) specialization




- 137, YWhich.of the following is the. most exact exp]anat1on of why
et "-'exchanqe takes place: . -
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36. Uhich of the fo11ow1ng is the most conp]ete def1n1t1on of ex-
.. cnange as used-in this lesson? : e :
4 a) the outcome.of” spec1a]1zat1on A S
b) the trading of goods for money
' ¢) trahsporting assots from one place to anothu
- .d) the-trading of one asset:for ancther-

a) It is a:-necassary- consequence :of spec1a11zat10n of production
b) people have more money to spand these days

c) exchange satisfies wants

d) an individual cannot produce all the th1ngs ne needs

3. hich of the f011OW1ng is false?
a) metal money is more useful than paper money
" b) money halped to make exchange more efficient
c) the increascd efficiency of money exchange
d) money has developed into more and more efficient forms with
the growth of speacialization

For each of the following three questions, decide whether the state-
ment primarily describes

a) a function of money

L) a quality of money

c) neither

39. For an Indian tribe 1iving by the sea, pebbles on the bzach would
not be a satisfactory form of money.

40. HAmong early traders in the U.S., values of all commodities were
reckoned in terms of beaver skins.

41. By using grain as a commodity money, socieities were able to
store wealth.

42. Fer an Indian tribe, pebbles on the beach would not be a
satisfactory form of money because:

a) they are not casily stored or transported
b) they are not scarce

they are not durable
d) they are not legal tendar

S T
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45.

46.

47.

48.

49.

" ¢) a government bond’

In the U.S. today gold is not money becausc:
a) it is illegal to mine new gold

'b) gold is not a store of value

c) gold coins are not a medium of exchange
) gold does not serve any of the functions of money

Which of the following assets are most liquid?
a) an apartment house
b) your checking account

d) money

Which of the following most clearly represents income?
a) wages paid for a month's work

b) a new car

c) the money in your saving account

d) the money you receive from selling your bicycle

Hhich of the following is considered an assat by the person or

organization mentioned in the example:

a) the mortgage on your family's house from your father's point
of view

b) the car you own outright

c) your father's checking deposit from the bank's point of view

d) the rent a family pays for living in an apartment

Which of the following types of financial institutions lend
mohey to families by issuing credit cards?

a) commercial banks

b) credit unions

¢) investment banks

d) finance companies

Which of the following examples of investment is "real” investment.
a) purchase of a new tractor by a farmer

b) purchase of a government bond

c) purchase of a farm

d) purchase by a family of a new T-V set

Which of the following represents real capital
a) mongy

b) corporation stocks and bonds

c) factories

d) virgin forrest
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Which of the following forms of cred1t is the c1osest substitute
fer money in the U.S. today? '

a) demand or checking.deposits

b) credit cards

c) short-term bank loans

d) department store checking accounts

., ’
“a,

Which of the functions of money are not fuif111ed by credit cards?
a) money is a store of value

b) money is a unit of account

c) money is legal

d) credit.cards do not serve any of the above functions of money
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Answers to Examination on Lessons 1, 2, 3

Enclosed is a copy of an examination testing achievement of the long-run:

1 behavioral objectives for lesson 1, 2, 3. When you have completed the lessonms,
3 give the examination, using the I.B.M. cards for examination #1 supplied to

3 you.

3 Please do not alter the examination in any way, and ask students to work
through the examination quickly, to make sure to answer:all questions.

. There is only one correct answer to each question. Student should choose the
answer which seems most correct according to what has been learned in this
Course. ".,. :

Collect the I.B.M. cards and give them to the supervisor as soon as possible
after the test is given in class. You may not receive the grades om this
! exam for-a month or so. If you need grades for school record keeping, make
arrangements to grade the examinations youself before you give the I.B.M.
cards to-the supervisor. : '

X Below are ‘listed the answers to.the questions and the behavioral objectives
tested by the item:

3 Question No. Answer Lesson No. Behavioral Object.No.
g 1 C 1 long~run 1
" 2 A 1 long-run 1

(O% ]
w)
=S}

long~run 1

L o

s T ey v

‘14 B 1 long=vun 2

% | 5 | A 1 long-raa 2
| l;éL. - c 1 1ong-rJ;'3
f 7 | ‘% B | 1 long-rJS”B
% 8. | C 1 | long-rJ; 3
9 - A 1 long—ruﬁ 3

‘10' o B 1 | long-ru; 3

ﬁ h 1i 0 A 1 | long-run 3
| | ¥1é4 o C 1 ) long-ruﬁ 4
i3 o B | 1 | 1ong-r£é.4

14.”} . B 1 | long-ruﬁ 4

15 | A 1 long-ruh 5




Question No.

16
17
18
19
20
21
22
23
2.
25
26
27
28
. 2.2.
30
31
52
33
34
35
36
37
38
39,
40
@

42

L43

Answer
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Lesson No.

. Behavioral Object. No.

long=-run

long-run

3long—ruﬁ:

long-run

lonug-run

long-run

‘Llong-run

long-run

long~run

~ long-run

.
long-run

"~ long-run

lqgg—yun
long-run
long-run
long-run

long-~-run

long-run,

long~run

long~-run
long-run
long-run

long-run

long-run
long-run

long~run

long~run

long~run

5

5
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&5

&5
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Question No.

44
45
46
47
48
49
50

51

Answer
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Lesson No.

Behavioral Object. No.

long-run
long-run
long-run
long~run
long~-run
long-run
long-run

long~run

7
6
6

8

10

10




Econ 12 - Test on Unit I, Lessons 4&5

Instructions: Answer questions on the I.B.M. card provided by your in-
structor and be sure to use the I.B.M. pencil. Answer every question,
and for each question mark the altermative which represents the best
answer. There is only one correct answer for each question.

1. Every economy has all but one of the following attributes.

a. ecenomic activ-tles, five ‘

b. allocation decisions, five

c. economic institutions to organize economic activ1ty

d. social forces, three
2. ‘Which Jf the following is not one of the basic economic activities:

a. saving e T
. planning
exchanging ‘
consvming S R o ' o

L o

(o N g

3. One or more of the following statements is false.
(1) The five basic economic act1v1t1es are saving, planning, ‘exchanging,
consuning, ‘investinz. . -
(2) The five alloecation decisions are what, why, how, how much, to whom.
-{3) The' thiree basic social forces are tradition, command -and the market.
(4) Econcomic institutions organlze economic activities.
a. one of the statements is false
b. two of the statements are false
c. three of the statements are false-
d. four of the statiements are false

4, All the ‘aconomic activities are considered economizing because they all:
e ' a. are subject to ‘cconomic analysis -
b. are subject to the test of efficiency’ R
c. invelve choices about how to aliocate scarce resources to satisfy
wants ' ' o '
d. none of the above e

5. Every economic insctitution has all but one of the following attributes in
common: ”
a. it organizes human activity 3 .
. it is oaly concerned with making economic decisions
. it functions to economize scarce resources
. it functions to help solve the scarcity problem :

2

o

fa N ¢

6. An economic system is:
a. a set of production institutions Co
b. that part of the political system concerned with economic problems
c. all the economic institutions in a society and the exchange re-
laticns between them
d. none of the above




10.

1

11.

12.

13.
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All but one of the following is a necessary step in studying an economic
system._ A
| a.‘1dentify major economic 1nst1tut10ns
" b. describe decision making process of each institution
c. describe political system C
d. describe forms of exchange between the economic :institutions

.

The market is so 1mportant in our 11ves because of all but one "of the
following:
a. the _government controls so ‘much of the economy
b. we purchase most of the things which satisfy our wants in the
market
. ¢. many important allocation decisions are made through buying
o and selling
d. we sell our services in the market

All but ome of the fecllowing statements about economic decisions is true:

. 'nv
PN

a. they are all necessary because of scarcity
b. they all are designed to help satisfy wants
,‘c.,they all are concerned with allocation of scarce resources
"d. they are all measurable with an efficiency ratio

When all Chevrolet models have names beginning with C, it most likely
shows that this decision is primarily a result of:
a. command by the President of General Motors'
b. market appeal
c. company tradition
d. government demand
When the U.S. Office of Education requires non-communist oath from a
student who borrows money for college, it is an example of a decision
resulting primarily from:
a. market demand by students borrowers
b. command by parents of student borrowers
c. political command of the congress
d. tradition of the United States stretching back to the 18th
. .century e

All but one of the following is an economic activity:

a. breathing
b. eating
c. driving
d. working

One of the following is primarily an economic activity:
a._sunbathing
h, taking a nap |
c. driving to school
d. giving a party for friends

z
[PUUTURG:

- *
O
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15.

16'

17.

18.

19.

20'
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The correct answer in the question above is an example of -all but one .
of the following:

a. investment

b. exchange

c. consumption

d. production

One of the following is primarily an economic institution:
a. hot rod club ' :
b. Sinatra fan club
c. Sunday 'school
d. secretarial school

Saving is an economizing activity because:-
a. we receive moral satisfactions when we save
b. we aren’t consuming anything when we save
c. we are increasing our long-run satlsfaction by postponlng
consumption - :
d. we ave substituting saving for investment

Investment among the ‘Tsimshian is best rcpresented by:
a. making ceremonial rattles
b. canoe building
c. potlatching
d. weaving hats

The fact that saving in Tsimshian society is usually 1ndistinguishab1e
from investment explains why, in the Tsimshian society: ; :
a. there is no saving
b. there is no stock or bond market s
c. there is no private property '
d. there is no great reliance on horses

Which of the following is clearly an example in the Tsimshian economy
for which savings is distinct from investment? ot ,
a. local clan group catch candlefish and storegrcase S
. B. local clan group builds a new house - :
c. a niember of the local clan group makes a totem pole
d. chief pays canoe maker- for 2 new canoe with candlefish oil

P

Both the Tsimshian and U.S. societies makecmmcnslve use of all but one
of the following: - ' '
a. production institutions
b. markets
c. specialization of production
d. dvess according to taste and custom
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22.

23.

24,

25.

26.

-4 -

In comparing the U.S. and Tsimshian societies, only the U.S. has: .
' a. extensive use of money |
b. command decisions
c. round about production
d. production decisions madc by tradition

Which of the following is a way in which the U.S. is similar to
Tsimshian society? e , : '

a. money is used widely as a medium of exchange

b. the market system is highly developed

c. family units are economically self sufficient

d. many, economic decisions are made by command

What is the reason economists are interested ‘in studying exchanges
between different groups in a society?
a. they are interested in studying family ties
b. they are interested in studying the need for government
c. the exchanges show the dependence of one group on another in
solving the scarcity problem

Which of the following was an important. example of exchange in the
Tsimshian economy? Co

a. purchase of salmon

b. trading children for scarce goods

c. hoarding sea shells and trading them foxr pebbles

d. gift giving at ceremonies

Wwhich of the following organizations gell (supply) goods or services
in a factor market?

a. a department store

b. the U.S. Navy

c. a labor union

d. a hospital

Which of the following 1s the most general definition of a product
market? _ . o L
a. a market in which goods and services are sold to .wholesalers,
.retailers, or to members of households to satisfy thelr wants
.: .b. a market,in which workers gell their labor services
c. a place where many different things are sold in an outside
. market place : , ' o
d. an auction where used goods and services are sold to the..
highest bidder

s .
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27. Which of the following economies can be described by a circular flow
diagram labeled and drawn in the way below:

L | " inputs -
A N . income . 4
Private Families
Business Factor
: Owners
C ~ ' spending T /r
.u. . . outpgg . .

a. a pioneer village in the U.S. west in which each family
provides all of its own needs . .

b. iexico today which uses a different currency from the U.S.
currency, and which has privately owned industry

c. a soclalist cconomy which uses money for exchange, but where
all factories are owned and operated by the government

d. all of thec above are described by the diagram

28. Which of the following economic institutions of the U.S. economy is
. .not shown in the circular flow diagram used to describe the U.5.?
a. banks
b. stock market
c. the post office
d. none of the above are shown

29, Which of the following types of exchanges which occur in the U.S. are
not shown in the circular flow diagram
a. -government sells bonds to private citizens
b. a business sclls its output to a wholesale distributer
¢. a business buys lumber to make houses t
d. a family buys a new car

30. From the following list of main features of the U.S. economy, choose
the one which is not shown in the circular flow diagram:
a. specialization ha: created separate production and consump-
-, tion institutions . ‘
b. the great demends for purchasing power have created special-
ized forms of credit like credit cards
c. exchanges are money exchanges
d. there are two ma2in types of exchanges between firms and

families

31, According to the circular flow model (movie) shown in class, GNP =
National Income for any given month. Why?
, a. families pay out all income earned to buy goods and services
: produced by firms . ..
- b. the firms pay out all rcvenue from sales df:output for new inputs

c. income earned and output produced for @ given month are both gen-

erated by the same thing - the production activity of that month
d. all of the reasons taken together explain why GNP = National

Income
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33.

35.

-
-

34,

36.
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GNP is most often measured: _

a. in the dollar value of output produced for a given period
of time because GNP is made up of different kinds of output
so there is no standard physical unit of measurement

b. in dollars of income earned at a particular time of day,

_'say, high noon, January 31 of each year
c. in tons of output produced for a given period of time,
d. to give us a measure of the physical volume of production;

in the number of man-hours of labor required to produce the total

output produced in a given period of time, because labor is
the most standard input

Which of the following economic activities is not shown in the
circular flow diagram of the U.S. economy?

a. production

b. consumption

c. exchange

d. saving

The circular flow model (movie) shows a simplified economy operating
at a constant rate of output, ~ $280 per month in January. In order
for an economy to produce at the same rate of output what would have
to be true? ' '

a. there is no money exchange in the economy

b. factories are privately owned '

c. the number and size of firms and families must stay the same

d. there can be no consumption spending in the economy

The circular flow model (movie) is useful in studying the 'U.S. ' economy
because: . | ., '
a. it shows that the economy is in continuous, circular operation
b. it explains how firms decide what inputs to buy
c. it explains how each family decides what goods and services

to buy

+

d. it explains. how fast the economy will grow from year to year’

Which of the following statements correctly explains why the circular
flow diagram is called a circular flow diagram?
a. the diagram (or movie) shows the constant circulation of assets
from one femily to another as people exchange one form of wealth
: for another ' .
b. the diagrsm shows a cycle of exchanges of inputs and outputs
between firms and families which produce a constant flow of
. money income and real goods and services
c. the diagram shows round-about production, that is, the de- -

pendence of businesses on each other for the supply of materials,

capital equipment and the construction of buildings and roads
d.. the diagram is a circular flow diagram for all of these reasons
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37. It'is important to study the U.S. economy as a total economy

a. to learn the way it operates, ‘and how well it operates, to
satisfy the wants of all Americans

b. to study the factors which promote growth in per capita income
and in GNP from one year to the next :

c. to learn how to control inflation and unemployment for all !
citizens in the U.S.

d. for all of the reasons cited above

38. Which of the following things are important to study about the total
economy ?
a. what is the level of total production (output) of the economy
for a period of time?
b. how many resources exist and how much of them are being exployed?
c. both of the above
d. neither a or b

39. Macro economics is:
a. the study of how families, businesses, and government agencies
maké economic decisions . ‘
b. the operation of the total economy
c. both of the above
d. neither a or b

40. Which of the following important features of the U.S. economy is shown
in the circular flow model (movie)
a. the economy is in operation all the time, production and con-
sumption never stop
b. the importance of investment in capital goods to increase
productivity of factories
c. the fact that families usually save some of their income
d. the importance of government regulation of economic activity

41. Which of the following important features of both the U.S. and;Russian
economies is shown in both the circular flow diag;gm and movie model?
a. families' consume output and firms produce output
b. there are money exchanges between families and firms
c. both of the above are shown and true for both economies
d. neither is true for both economies
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Answer the next five questions, using the circular flow diagram below:

L

T/

Firms ‘.‘ ' Familles

A / '
e . output B ir

42. The upper circle- repxesents.
a. exchange of inputs for income
"'b. product market ‘exchanges
c. borrowing money
d. production

43. The inside arrows represent: :
' “ 4. the circular flow of real goods and services from families
to firms to families, etc. ~
b. the circulation of money in the economy
c. specialization of production
d. the flow of inputs and outputs in the econory for the U.S.

- 44, The upper outside arrows represent. : ' B .
a. consumer spending : ve
b. flow of services of land, labor, and capital to firms
¢. income in the form of wages and salaries, profits, rent and
interest
d. exchange which occurs in product markets

Ty

!

45" 1f' the diagram were a description of the Russian economy, the upper,
inside arrows would show:
' a. the flow of revenue to stores and factorles
[ +-b. ‘payments of rent, interest, wages and salaries
c. wage and salary payments '
d. non’ monoy income payments ‘

46. If the diagram were a description of the RuSsian Economy what
functions would families serve in the economy?
a. they would own all factors of producticn
b. they would be the major production institutions in the economy
c. they would provide the labor for production
d. all of the above would be correct for Russia

CCC Dept. of Education
SWimr 150c 4/7/66




Examination Answers on Lessons 4 and 5

After you complete lessons 4 and 5 please give examination No. 2 on
these two lessons. A copy of the exam is enclosed. (1) Use I.B.M. answer
cards marked 0000102 in the upper right corner of the card. (2) If you
give the exam before April 16, please bring the answer cards to the meeting.
Otherwise, send them to Roy Andreen as soon as you have given the exam. (3)
If you do not care to use the exam results as a grade, this is your option.
If you do want to record the grade, we suggest that you score and grade the
cards before you hand them over to us. (4) For questions with which your
students have trouble, be sure to review the relevant content so that mis-
understandings are cleared up. .(5) Make a note of what seem to be bad
questions. They may be bad or they may require difficult but legitimate dis-
criminations. (6) The following ctable shows the answer to each question and
the behavioral objective tested by the question.

Qﬁestion No. Answer Lesson No. Behavioral Objective

1 A 4 L.T. 1
2 B 4 L.T. 1
3 B 4 L.T. 1
. c 4 L.T. 2
5 | B 4 L.%. 4
6 c 4 L:?. 6
7 c 4 L.T. 8
8 A 4 L.f. 9
9 D 4 L.T. 3
C 4 L.T. 5
C 4 L.T. 5

A 4 1.1

C 4 I.‘l

B 4 I.2

D 4 I.3

C 4 L. 4

B 4 I. 5

B 4 I. 6

D 4 I. 6

B A I.7




Question

21

g

23
24
725
26
27
28
29
30

31

33
34
35
3
37
38
39
%0 .
41
42
43
44;

46 -

Answer

Lesson No.

4

-

Behavioral Objective

1.7
1.8
L.T. 7
1.9
.;Lii;al{if'
"Lr2
L. 3
v Ty 4
L.T. 4
L.T. 5
L.T. 6
L.T. 7
L.T. 4

I. 4
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ECON 12

UNIT EXAMINATION QUESTIONS

LESSON NO., 1 THROUGH LESSON NO. 7

INSTRUCTIONS TO STUDENTS Please answer all of the following questions.
There is only one correct answer for a given question. 1f you are not
sure which of two alternaiives is correct, choose the answer you think
is best.
LESSON NO. 1
1. As discussed in class, all wants are either
a. physical or physiological __
b. mental or psychological
c. physical or psycholob1cal
d. none of ‘the above :
All but one-of the -following statements-about wants is true.
a. All wants are either physical or psycholozical or a combination
of both.
b. Most wants-are partly psychological.

c. All physical wants are recurring wants.
d. Most psychological wants-are-never permanently satisfied.

e

Which of the following séquences taken from the want-satisfaction }
chain is incorrect?

a. production, output, distribution ;
b. distribution, consumption’, satisfaction = i
c. wants, inputs, production -
d. none of the above

3. The categories of land, labor and capital belong'uﬁder the following
term in the want satisfaction chain. o :

4 a., wants
i b. inputs
i c. production ) o |
d. outputs |

4. All but one of the following statements about resources is true.

&; . qg,a.-resources are: e1fher scarce or not scarce. :
4 - b. if there is a large amount of a resource it -is not scarce.
c. all scarce resources have value. » :
d. a resource is scarce if there is less of 1* than needed to
satisfy wants.




Which of the followingz is not one of ihe prlmary ways SOClPtles
have used to solve the scarcity problem?‘ -
produce more from present resources

reduce the quality of outputs so ehat people will consume legs
increase the amount of resources Lo oo
redlserloute what is produced o

a.
D.
c.

d.

UNIT EXAMINATION

ESSON_NO. 2

PN R Y -

¥ JECPRNR TR Y

BAKERY A

Humber of 3
J Fmployees | 2 IR
Loaves preduced| 800 1200 1600 1950 2100
BAKERY B ‘
. Number of
Employees 5 6 7 8
“Doughnutg.. s LT
L Ploduced (ez.) | 500 600 750 910
_ BAKERY C |
Number of :
Employees 3 6 7 8.
. Weekly P . R
! receipt - ;
[ TSEOTPRE 141000 '$1250  $1500 $1750  $2000

Waich, if sny, is an example of diminishing returns?

for the following example choose which type of specialization is
“ihvolved.

A school system builds a new high school building which has class-
This makes team teach-

) A (b) 3

N

(c) C

rocas which-can be altered in shape and size.
ing and specialized 1n°truct1on p0831b1e.

Qe

b.

C.
d.

vce of capital

combination of ebove

.resource spec1aleatlcn
division of labkor

(d) None

FRTRATINY
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10.

11.

12.

13.

14.

-¢. mowing a lawn in exchange for a meal

UNIT EXAMINATION page 3

Alternative cost is défined as: ™
a. the cost of producing alLernalees_

*B ~té6tal ¢éost of producing an output alternates with 1eve1 of oueput

the cost of producing some ziven output is the value of other out-
puts which could have been produced with the same inputs.
d. the cost per unit of producing the good or service.

1f three men make 24 installations of an air conditioning unit in
one eight-hour day, then their labor product1v1ty is expressea as:
a. 6 1natallat10ns/ day

b. 24 installations/ - 3 day

c¢. 1 installation/ man hour
d. none of the above

vt

.o
[

'LESSON NO. 3

_An.example of barter is:

a. giving a present to -a-favorite aunt
b. exchanging money for a U.S. Sav1ngs Bond

d. when the. judge gives you the ch01ce of a $1000 fine or

. - 30 days in jail , . T

One of the followinj statements is false.

a. Specializatlon requires exchange.

b. The use of money increas sed theefficiency of exchange

‘c.” The use of money exchange lessened the need for production
. specialization..

d. Money is an example of specialization to serve the needs of

exchange.

which of the following qualities must money have in order to function
as a unit of acount?

Byt

. a. It must be ‘durable or ea511y replaceable.

b. It must be convenient to carry.
¢. There must be a standard way of measuring it, e.g., dollars.
d. None of the above.

Which of the following is the most liquid asset?
a. a bag of apples

b. 50 Blue Chip trading stamps

¢c. a ten dollar bill

d. a 1965 automobile

Of the following, which is an example of real capital?
a. a $1 million loan

b. a laundry‘s shirt ironer

c. a $1000 bond

d. a $10 bill

}
.
A
]
g
i
H
LI
i

H
|
}
it
|

st o g o i -




15.

‘16.-

17I

18.

19.

UNIT EXAMINATION page 4

LESSON NO. &4

The five basic economic activities have in common a11 but one of
the following. :

a. they are economizing activities

b. they involve economic decisions-

c. they-all involve two or more people

d. they involve conserving scarce resources to satisfy wants

The four economic decisions have in common all but one of the

following.

a. they are influenced by the forces of tradition, command.
and/or the market

b. in the U.S. all decisions are market decisions

c. they involve allocation of scarce resources

d. they are made by individuals .and institutions

An economic institution has a11 but one of the following charac-
teristics. .

a. it is influenced by tradition, command and/or the market

b. it carries out one or more of the five basic economic activities
c. it makes one or more of the four basic economic decisions

d. its actions and decisions are independent'of other institutions

All but one of the fallowing is true of an économic system.:

a. it is composed of all the economic institutions in a soclety

b. the institutions composxng it are related -through exchange
activities

c. government is outside the economic system but has a powerful
'influence on it O o

d. its primary function is to provide r’oods and services for
consumption

Which of the following social forces has the greatest importance

in determing the standard. of 1iving of the majority of American

families? : .

"a. tradition

b. cormand
c. market
d. state government




UNIT EXAMINATION  page 5

LESSON NO. 3

INPUTS

INCOME

\/ 2

20.

21.

22.

23.

24.

PRIVATE FAMILIES

BUSINESS FACTORY

FIRMS : OWNERS _

D SPENDING . t /N
QUTPUTS

Which of the following characteristics of the U.S. econony is
shown on the above circular flow diagram?

‘a. the high rate of economic zgrowth

b. the organization of the American family

c. the large. economic role of the government

d. the exchange relationship between firms and families

All but one' of the following assunmptions is necessary -in construc-
ing a circular flow model that operates at a constant rate.

.a. there is no investment

b. output produced per day is constant

c. population is stable

. d. there is no government

The above diagram is called a circular flow diagram for all but one

of the following reasons. .

a. it shows the cycle which keeps the economy in constant operation

b. it shows that the money flows from earning income and spending

are continuous

c. it shows the flows of .factor inputs being transformed into
 outputs which f£low-to families and generate new factor inputs

d. it shows how business firms transform inputs into outputs

Macro~economics is the study of:

a. macaroni factories

b. how che.total economic system functions
c..how exchanges are made in markets
d._individual firms or labor unions

All but one of the followiny is a charactexristic of the U,.S5. economy

indicated in the above circular flow diagram. .

a.-specialization has created separate production and . consumption
units. :

b. there are equal and opposite flows of money

- ¢.-all exchanges of inputs.for outputs are direct barter exchanges

of factors for goods and services
d. total income equals total output for the economy for some given
period of rtime.




25.

27.

28.

s s o .

UNIT EXAMINATION page 6

" 'LESSON NO. 6

Ali but one of the following was listed as a major economic goal
in Lesson No. 6.
a. freedom

b. justice

.. . serenity

d. progress

Which of the . following is the most striking example of Lhe '

~exerc1se of - economic freedom? -

a. employees of a firm go on strike

b. a labor union votes for a strike, but the federal government
delays the strike for 80 days

c. a court prohibits workers from striking

d. the government orders a union and company to accept a solution
to a disagreement over wages made by.a neutral arbitrator

o e

All but one of the following things is an indication of economic
progress. :

a. labor ploductivity rises by 20% in five years.

b. G.N.P, grows 6.7% in one year

c. Los Anueles has 7% more smog in 1965 than in 1964

.d. Teflon-coated ovens are introduced in the home appliance market

The examples of change in economic activity given in the above

question have the following thing.in common.

a. they are all examples of propress

b. they all indicate an increase in economic justice as well
as freedom

c. they are.all subject to quantitative measurement

. < nwtwm oy

29.

30.

d. they all show how progress causes a decline in economic Ereedom

One of the following policies is incorrectlz categorized as to the
goal it promotes. _
a. social security laws.to provide old age benefits K -security
b.nininum wage laws requiring businesses to pay workers at least
$1.25/hr. ~-freedom . .
c. urban renewal programs to clear sluns -progcgsg
d. full employment -justice : '
A municipal governmeni invests $40 million in an automated freight
loading and unloading equipument in a sea port .and.eliminates 20%
of the longshore jobs in the port. One of the.following statements
concerning such a policy is_ false.
a. automation speeds progress

b. automation usually leads to greater economic Justice -

c. automation can be introduced so that employees' economic
security is maintained

d. when an employer can introduce automated techniques without
.consulting his employees it is an exercise of his economic
freedom




33.

34.

35..

36.

UNIT EXAMINAT IONM page 7

The economic policy, described in question #30 is a good example
of a policy that promotes progress but might also impede justice
and security. Which of the following policies also promots
progress and impedes justice or securlty°

a. reduction of tariff rates on imporied textiles

b. .removal of price supports on wheat

c. removal of firemen from the cabs of Diesel irain engines

d. all of Lhe above

All but one of the following s*atements concerning the relationship

between social values, economic goals and economic institutions is

correct.

a. economic 2o0als shape economic institutions, but economic insti-
tutions do not shape economic gZoals '

b. social values determine ccomnomic goals

c. the economic goals of freedom, justice, progzress and security
are also statements of social values in the U.S. . .

d. economic institutions aid in achieving our economic goals

Which of the followinz statements about the nature of econonic

conflict is true?

a. there is always an ethically correct side of a conflict

b. confiict is an inevitable outcome of scarcity .

c. economic and political conflicit are always separate from each
other ‘ '

d. in the United States our love of justice prevents conflict

Conflicts in the U.S, are:

a. resolved by the courts accord1n0 to what is ethically right
b. are very largely resolved by market competition

c. almost: entirely concerned with labor management relations
d. all a result of the profit motive

Economic policies are all but one of the following .
a. theoretical statements about the nature of economic society
b. they deal with the practical econonic problems of individuals,
families, firms and governments
c. they are plans of action designed to help achieve given
economic jgoals
d. the process of making policies often requires the use of
economic theory and techniques of analysis to the practical
problen '

which of the followin; is not a step in making a rational decision

on a matter of economic policy?

a. state the zoal you wish to achieve ;

b. choose the policy which is advocated by the majority of ¢hose '
people interested in the issue /

c. deternine that the goal you seek is consistent with your other g
goals

d. 1ist the things which limit the policy choices avallable to you




38,

39.

40.

41.

42.

43.

UNIT EXAMINATION page 8
LESSON NO. 7

Which of the following is not a part of the definition of economics?
a. economics is a science | .

b. economics studies human thought S

c. econonmics studies the relationship between scarce means and ends
d. economics studies the process of choosing alternaiives

Economics is a science thar has all but one of the followinc
characteristics.

a. it studies natural phenomena

b. it follows the scientific method

c. it gathers empirical’ data '

d. it uses testable theoretical concepts

Economics is a social science which is distingu ishable from other
social sciences by the fact that : .
a. it is the study of the alternative uses of power
b. it studies the interaction of social groups
c. it studies how social groups make decisions tc allocate
scarce resources ’ '
d. none of the above

Which of the followingz topics would mainly be the subject of

sociology?

a. marriage dances among the Northwest Indians

b. the Constitutional relations between President Johnson and the
United States Congress %

c. the relaLionshlps between youth groups and adult groups in city |
poverty areas

d. the relationships between textile industry employees and
employers in poverty areas

rl
e eho

Which of the above topics is mainly the subject of anthropology?
a. é
b. « j
c. ' ‘
d.

Which of the above topics is mainly the subje¢ of political science?
a.

b.

c. e+ s

d.

Which of the four basic economic decisions (what, how, for whom,
and how rnuch) would be eliminated if there were no alternative uses

"for a particular scarce resource?

a, what and how

b. what and for whom

c. how and how ruch

d. for whon and how much
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45.

46.

47.

48.

49.

50.

UNIT EXAMINATION page 9

Economics involves a study of institutions for all but one of the
followinyg reasons: because they

a. orzanize economic activitcy

b. make major economic decisions

c. are good examples of the way people orjanize into Jroups

d. are important in shaping our social values and econonic 3oals

Which of the following topics is more important in the study of
econonics?

a. production processes in industry

b. exchange activities between firus

c. consunption patterns of families

d. how decisions are made to allocate scarce resources

All but one of the following constifute an economic aspect of having
a large family Christmas dinner

a. it is necessary to decide on the menu

b. there is an exchange of assets, for example, food and various gifts
c. it is necessary to decide how to avoid arguing with your uncle

d. it is necessary to produce ithe dinner

Econonics has two main areas of study.
a. science and society

b. exchange and investment

c. anthropolojy and socioloygy

d. micro and macro-econornics

Which of the followiny is an example of macro economics?

a. how :he Jones family spends its income

b. how consurers will react 0 a new type of advertising of Ford
Motor Company

c. how raising personal income taxes will affect total consumer
spending

d. how teenaze credit affects “he number of used cars purchased
in San Francisco

When economists deal with increasing our knowledge of the U. S.
economy, it is called

a. pure economic research

b. macro economics

c. micro economics

d. practical research for makiny econonic policy

which of the followinz is an example of applied economic research?

a. studying the orgjanization of the steel industry

b. studying the reasons businesses invest in a new bulldings and
equipment progran

c. studying how industrial investment affects the level of G.N.P,

d. studying how the federal zovernment should use its taxing
program to promote full employment




UNIT EXAMINATION

Unit I - Econ 12

No. Answer Lesson Objective No. | No. Answer Lesson Objective No.
1 C 1 1-2 26 A 6 L1
2 A 1 3 27 C 6 L1
3 B 1 3 28 C 6 L 2
4 B 1 4 29 B 6 Pr 1
5 B 1 5 30 B 6 Pr 2
6 A 2 7 | 31 D 6 Pr 2
7 D 2 7 32 A 6

8 C 2 6 33 B 6

9 C 2 1-2 34 B 6

10 C 3 1 1 35 A 6

11 C 3 3 3 B 6

12 C 3 5 37 B 7

13 c 3 7 38 A 7

14 B 3 9 39 c 7

15 (o 4 2 40 ¥ 7

16 B 4 3 41 A 7

17 D 4 4 42 B 7

18 c 4 6 43 A 7

19 C 4 9 44 c 7

20 D 5 2 45 D 7

21 D 5 46 C 7

22 D

wu

23 B 5 9
24

47
48

49
50
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ECON 12

INTRODUCTION TO UNIT IT

Purpcse of This Unit

A,

This unit is a careful study of how the U.S. Price System works to
allocate scarce resources among alternative uses to satisfy human

wants, and how

Lessons in

the

number of days

1. Lesson

2. Lesson
3. Lesson

4., Lesson

. Lesson

5 —————————————
6. Lesson
7. Lesson

8. Lesson

1 -

2 -
3 ~

~NH OV Ln
i

9, Lesson

9 ~

well it works.

Unit. Below 1s a list of lessons in the units, the
lessons should take and a list of materials.

Definition and function of Price System, 2 days, student
readings.

Models in the Social Sciences, 2 days, movie, program.
tlarket supply and demand, 5 days, overhead transparancies,
readings(this is an essay on price theory which covers
the material in lessons 3~6), workshcet (this worksheet
covers lessons 3-6).

Price determination and the laws of supply and demend,

4 days, see above, overhcad transparancics.

Model of Perfect Competition, 2 days.

Model of Pure Monopoly, 2 days.

Introduction to the study of Industry Organization,

2 days, program.

Three case studies, 2 weeks, overhead transparancics on
the aluminum industry, movie, readings, tecacher assays,
student problems, program on public utility regulationm.
Public Control of industry, 3 days, readings.

General Description of the lessons.

1. A study of how the price of a product is determined in a market,
and of how pricc changes affcct resource allocation.

a. Lesson 3 shows how market demand and supply conditions affect
the price of a product and it shows the laws of supply and
demand operate to determine price changes.

b. We present two models of how price of a product is determined
by the interraction of demand and supply in a market.

(1) for the casc of perfuct competition
(2) for the case of perfect monopoly

c. These two cxtreme types of markets are compared te learn the
differences between production, prices and profits in the two
kinds of markets, and to compare the effect on the welfarc of.
consumers and producers of the 2 market types.

d. Lesson 2 of the unit is'z short lesson on the use of models and
the scientific method. The purposc of this lesson is to con-
vince students of the need for using models to describe the price
system and to increasc their willingness to study the 2 models
we present.

L i e b S S e i SRR i




page 3

, models and in the case studies of real industries, the class
| activities should be organized to get students to try to make
decisions as if they were the business executlve faced with
a decision to be made under certain market conditionms.
This roll playing has two advantages: Students start to get
_a feeling for the nced for rational decisions and start to
learn how to make them. Secondly, they start to understand
the excitement and the danger of the biggest gambling arena of
them all.

Ay

s

b. Students will get practicc doing some economic analysis by
manipulating models to draw conclusions about 'ideal” market
conditions, and in using summary data to form and test hypotheses
about the conduct and performance of a partlcular industry.

B e

2. The unit should give students enﬁugh practical experience analyz-
ing markets and enough information to enable students to reach
certain conclusions about the U.S. market system:

a. There arc many kindsz of competitive conditions the way firms
compete and the effact of .the competition depends on industry
wis e market structure.

] - b. Ollgopoly is a donlrant market form in the U.S., so the price
mechanism is somewhat out of kilter. Prices do not always
change as often as they should and profits may be higher than
they would be under more cocmpetitive conditions.

¢. The efficiency of an industry's organization must be judged in
the light of market characteristics. Not all monopolies or
oligopolies are bad. HMost are inevitable - they are a natural
development due to the .existence of econcmics of scale.

d. Government interfercuce in marketz is necessary to prevent
businesses from monopolizing markots and from pursuing policies
de*::iacatal to consumers, but determining effective government

- policies is very tricky.

3 e. Note of Caution

3 1. We use two theoretical models - perfect competition and perfect

3 monopoly - to state and comparc the efficiency (performance) of

; the two extremes narket types. They provide a basis of com-
parison when studying the efficiency of a real industry. They
are not studied because real markets are supposed to operate or
do operate like the mudel ones. The two models are not models

4 for prediction or of perfection. They are idealized mo:'els which
3 allow one to predict behavior under the "perfect' conditionms.
When we mean by ‘“perfect' 'complete" - perfect competition

means complete or absolute freedom of entry into a market, and

a completely stendardized product; perfect monopoly means a
market with one s2=ller and no possibility of entry of a competitor.
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2. The theoretical analysis of thesc two model markets in
economics is like a laboratory experiment in the natural
sciences. It is the way economists study the effect on
competitive behavior of firms when market conditions are
given and known. The predictions of competitive actions ’
in the model world provide hypotheses about what happens
in real markets under somewhat different conditions.

3. Lesson 3 is a leongish lesson using supply and demand curves

to show how prices are determined and how they change.

This lesson may be rough going for some classes. It's main

use is in getting students to understand:

(a) the meaning of demand and supply as functional relatioms
between price and quantity

(b) the meaning of demand and supply conditions - all the
other variables which affect quantity bought and sold.

(c) the meaning of price sensitivity of demand and supply
- elasticity of demend and supply. It is very important
for students to understand this idea and the easiest
way is to show it on a graph. If students can't under-
stand graphs, obviously this isn't very helpful. We
have tried to provide as much help as we can in simpli-
fying this analysis, but you may want to ignore the A
graphic analysis, and try to cover these ideas without 3
the rigorous geometric treatment.
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LESSON NO. 1

THE DEFINITION AND FUNCTION OF THE PRICE SYSTEM
2 DAYS

ISSUED APRIL 1966

Instructor’s Materials

Purpose of Lesson

Content Outline

Prerequisite Objectives and Learning Experience Objectives
Suggested discussion questions and lesson sequence.

£SO N

Equipment Needed

none

Student Materials

1. Essay from Robert Dorfman, The Price System.
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II, LESSON 1 PURPOSE .

This is an introduction to the unit and it shculd present students g

with an overview of the unit - of what the price system is and generally =

what it does. Actually, students will not learn the answer to this gen-— 3 i

1 eral question until the unit is completed. Students should understand ji?
‘ the three functions of price and why the two preconditions of wage earn- g
ing and private property must exist in an economy which operates as a .

price system. This lesson should be used to inform students about the ?Q;

general objectives of the whole unit so that they see the connection i;?

between lessons in the Unit. ]
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5 OUTLINE

= I. Definition of the Price System

A. The price system is a system of economic organization in which I
each individual, including in that term legal individuals such
as corporations, decides for himself what contribution he will g
make to the economy with the understanding that he can sell ;
1 that contribution at & price acceptable to him and the buyer,
| and that he can obtain the goods and tervices contributed by
: other individuals only at prices acceptable to them.
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& B. Social conditions necessary for the existence of a Price System
‘X ’i

!;j 1. People work for wages - there is relative freedom to hire,

" fire workers and for workers to quit a job.

] 2. People have the right to possess private property and to

! dispose of it at will.

\d

i: a) they have the right to enter into contracts
-] C. Questions which have been raised by critics about the efficiency
73 of the Price System.

§¢ 1. Can we trust important economic decisions to private indivi-

i duals motivated by economic self interest?
] 2. 1Is cconomic freedom a form of wage slavery for most people?

‘ How much freedom dces the common worker have to choose a job
| and to quit a job he does not like?

II. Function of the Price System

Rt >,

A. Induces people to work and assigns jobs.

oagy s

1. 1If demand is less than supply of a particular kind of work, ]
then the employer offers jobs at a higher price. d

f 2. Alternate means of allocating jobs:

a) bureaucratic assignment of jobs
b) inheritance of jobs

1 B. Compels consumers to choose between available products and 3
1 services. 3

| C. Coordination of Economic Activity: information about the desire ]
1 for and availability of goods and services must be transmitted =
to the people who have to act on it, and these people must react
correctly to this information.
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1. What is the most officient way of transmitting the infor-
mation?

2, Prices are zn efficient weans of ccaveying information.

3. Price system act ouly conveys information efficiently
(is an efficieant information system), it is a cyburnetic

system,
a) cybernevic sysiem is cne which receives and generates
infoimavicn, aud respords to i: in order to attain a

; desired vesul:,

; b) prices and niice changes are the signals in the cyber—
: netic syster aud the study of the price system L.- a
study of ;n Llu orate cyburnetic systa.

When the price of a good cheages,pacple respent by
buying or o l?if' nere or less than at the previous
price.

{1) For instance, if the jrice of air fl ights to
Eursys lrope, tuyers ill responl by buying more
tickels and scllers oo, v ~h to sell fower tickets.
Furthernore, the fact thet siuple spond nore on
going to Durcps sugpects thit they will buy less
cf other thiizs - say tiins to v glc'to gatble.
Ihis may chise a deel it nriga of air flights tou
Reno.

(2) The erumple of the bs~.1 and swin2 aconcuy shows
how a peice syctew works in a ecdapl: economy. It

: showe the cyberneric systen workiue in a simple

' econcmy Te help yoa iu liscusciny chis example

in clans wa present a cavefal outlinc of Dorfman's

arpgumeat belew.

iITl. The Operation of a Prici Syste. — Tha Bread ani Wina Country sarple

A. Description of (acsungticns about) the Lusgiadry Zeonorns
. & &

1. The countyiy belzmy studiud IrOUdCLb 20, contunes cnly two products,
breaé and wine. Zacue "la only twe cceeupaticnr - farmer -~
miller - baker, ¢rv vintuncc.

Rk

2. The econumy can proluce coouvgh bicad and wine tc provide each
inhabitant with 2 dadily wation of 15 ez. bread ané 10 oz. wine.

a. Thus, Glir/day '+ (15 wz.lrecad) # pecple + (10 oz/wine) # people

b. GNP couuld be made up of other proportions of bread and wine,
but the ccouowy is fully wupleyed when it preduces 15 oz.
bread and 1U oz. viug per persen - or scae other proportion of
breald to wine per person which keeps all peo.le, land, and
capital fully o, Leyed.




A g SRS Dt 43 s
JR S . s h . L : . ; B e PSR e otk @ i WA sk | Do TR o f LR e

Example 1:

1. Assume there are no prices and that the output is dis-
tributed equally among the inhabitants. Every man,
woman and child receives 15 oz. bread plus 10 oz. wine
per day.

2. Dorfman says that this non price system is wasteful.
What he means by wasteful is that the decisions of what
to produce and how to distribute the output are not made
to maximize consumer satisfaction, even unier the assump-
tion that the society wants equal distribucion of cutput
(inconme) .

3. He says the non price system is wasteful for twe reasoms:
(1) The equal distribution of output -~ 15 oz. bread and

10 oz. wine - ignores individucl differences in wants
and needs. The poor babies - they'd be drunk con-
stantly! The cnly way to overccome this would be man-
to-man or man-to-baby bartering. And barter, as we
know, is a wasteful form of exchange. It takes up too
much time. Tc summarize, the rationing of output
equally among the population suppresses ‘(ignores) an
important kind of information - people's: desires for
or demand for bread and winc.

(2) A second kind of information is ignored. The economy
procduces 15 oz. bread and 10 oz. wine, it produces
bread and wine at a 1 1/2 to 1 ratio. This assumes a
given way to use land, labor, and capital, How do we
know for sure that this is the right use of resources?
Perhaps people would get more satisfaction from pro-
duction of a different proportion of bread to winc.

; C. Example 2:
1 1. Now, change the assumptions siightly to allow prices to
exist:

a. Assume an acre of land can produce eithex 15 oz. bread
1 4 per day or 10 oz. wine per day.

j b. Each person is miven 60 louies pex day to spend as he
rlenses.,

c. Assume price of bread = 2 Leuies/oz.
price of wine = 3 Louies/oz.

d. Assume that prices can change in response to the demand for
and suprly of bread «nd wine.

2. The advantages of this price system: These prices inform
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the populaticn the quantity of scarce resources consumed by
each purchase. Price reflects (or equrls) the alternative
cost of production.

A. Dorfman sets the price of each commodity so that for both

bread and wine the price/oz. times oz./acre — the same
# Louies ~

For bread: 2 Louies x 15 oz. = 30 Louiz

For wine: 3 Louies x 10 oz. = 30 Louics
Why is thais important -~ what information 4o prices pro-
vide here? The price equates tciie cogt of resources usad
up in producing and zousuaing on equal valuce of bread and
wine. 30 Louies of wine aud 30 Louies of bread Loth use
up the same amcuut of rusources. Tho ceost of producing
15 oz. of bread is 10 »z. wiue which could Linve been
produced by the same acre of land. Une and one-half ocz.
of bread is equivalent te cunc ¢z. of wiunc. The alternative
cost of 15 oz. of bread = 10 u.:. of wine. Each equals
30 Louies.

b. The price should also reflect the tastes of cor:jumers.
Peouple are now free to buy as much of cach prcduct as
they can for 60 Louiez/day. If the 15/10 ratio of bread
to wheat is imcorrect, what will happen?

For imnstance whati if, oo the average, people want to
consume 18 vz. bread/day and 8 oz. wine?

(1) there would be excess demand for bread and an excess
supply of wine :

(2) the excess Jdemand and supply is c¢liminated by price
changes. For instance, the price of breacd would rise
to 3 Louiers/oz. bread, and the price of wiune would
drop to 1 1/2 Louies/oz. winc,

(3) now resource use is vut of line. ,

One acre of wheat produces 45 Louics bread/day

Onue acre of grapes produces 15 Louies wine/day
The man consuming an acre's worth of briad is paying more
than a man consuming 2an acre's worth of wine. The fact
that the price ratic has changed in this way means people
are willing to forego wine for biread.

1 (4) Convert land from wine to Lread meking. This would

1 drep and the price of wine would iiucrcease - How

4 much? Prices would ~o back tn 2 Louwies/ouz. bread,

3 Louies/oz. wine. Land would be converted from

wine t¢ bread nrodution until total output yields

18 oz. bread/day and 8 oz. wine/day for each perscn

in the economy.

(a) in this system

] to c. Summary.

(1) In this system prices do two things and they there-
a fcre provide two kinds of information used by buyers
' and sellers for making econumic decisions: they re-
flect the cost of producticn; and they reflect
consumer prefaren-es.
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(2) producers compare these preferences (seen through
price changes) with the costs of production cf
different commoditices and decide what and how much
to produce.

This example of wine and bread leaves cut several important
factors which operate in a real life market or price system.
The addition of these factors only complicates the job of
coordination, it does not change the operation of the system.

D. The Effect of Profits as an Incentive in a Private Enterprise Price
System

-

There ‘is one important feature of a private enterprise, a price
system which has been left out of the abecve analysis, that is
the questivn of incentives., What makes the producers switch
from wine to bread production? In a private enterprise price
system income is not equally distributad but is distributed
according to the person's contribution to productiun. For the
businessman, this inccme is profits, and the businessman decides
what to' produce according to what is most profitable.

e

When profits drop, some businessmen switch to a more profit-
able business. The competiticn between businessmen to produce
the most profitalle goods and services assures that prices change

.. in response to changes in demand and supply #nd assures that

the cybernetic system w.rks te produce that cembination of gzoods
and services which will give the populatisn the areatest possible
satisfaction.

When production in the price system is carried out by highly
competitive businesses, prices will change so that consumers
get the most satisfaction possible for the income they have

to spend.

The attempt to make high profits can alsc lead to the bread-
down of competition and the development of monopolies. Monop-
olies distort prices. Prices are too high and they change less
frequently. They do nct accurately reflect the cost of pro-
duction and consumer preferemces. Under these conditions the
price system may nct maximize consumer satisfaction.
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PREREQUISITE OBJECTIVES

Students write a short essay (nut more than 200 words) explain-—

ing‘why the twc preconditions stated below must exist in a price
systemn:

A. The conditicm that people work for wages and employers and
workers are free tc hire and fire, accept or quit jobs:

B. The conditiocn that peoplc can own property and can énter into
contractual arranpements to sell or leasc their property.

The answer should show thet students can define the three fun-
ctions of price system stated in the content cutline above, and
show that these functions could mot be performed without the
above preconditions.

LEARNING EXPERIENCE OBJECTIVES

Students snculd spend time in class mulling over the contention
made by Dorfman that prices carry the information needed by buyers
and sellers to make their market decisions. Perhaps one way to
pet students to understand the usefulness of prices is to get

them tc imagine a society without.prices. How would you know what
and how much to buy? How much on& buys or sells depends on prices
of alternative goods and services.

Students should also discuss the contention made by Dorfman that

the price system is a2 cybernetic system in that price changes set

off automatic reactions in buyers and sellers which bring about

the corrcct reallocation of resources. ''Correct’ here means the

allocatiocn of resources to conform to consumer demand. The fact

that the price system ic automatic and self regulatory is what -
has always intrigued economists and businessmen alike. The

question confronting the government is, does the system really

work to serve the public interest.

I . e e et ) it e N e oA s A < 2 e Smgingiind
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. LESSON SEQUENGE: -

The main purpose of this lessom is to give students a summary view
of the function of prices and. the price system, and to describe.
what the class wiil be doing in the lessons in this unit. -

The Dorfmén article 1s very géod ané éoncise, butAﬁrobab;y too
difficult for many students. There are many ways to handle the

. use of.the article: -You might have students write a precise of

part of it or outline the main body of argument in sections 2 and
3. . '

The main points made which will probably-be difficult for the -
students are the following: . .

1. The price system cocrdinates economic decisions to make sure
that the ovtput demanded by consumers is produced.

2. Prices are an efficient way of transmitting information - in-
" formation about démand and supply conditions. -

3,-- The price system is not only an.information system,. it is a
cybernetic system.

A cybernetic system is an automatic feedback system which responds
to signals it creates itself. It is an automatic system and it is

" automatically self correcting. It may help to study in class. ¢ -
Dorfiian's .example of the function of prices and the examples I

provide below. Then compare the cybernetic aspect of consumers
and supplier responses to price changes with other more familiar
cybernetic systems like hunger and the human digestive system,
tbe;mogtatic'gqntrol of heat, an auto pilot. ‘ oo :

Use this lesson to discuss the purpsse and dctivities of the whole
unit. Summarize what students will be doing for the remainder of
the uait. : - :
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1. For the follow1ng examples, g0 tnrough the chain of rea"tlons of
buyers and’ sellerr tc the following char’es, assumino the markets
are highly competitive.

A. Demand increases for cotton tLthles and declines for hanc
woven allk brocadeq '

. ! 1
4 : R I '

!

SUGGESTED SUMMARY EXERCISE ON HOW THE PRICE SYSTEM WORKS AUTOMATICALLY
TO ALLOCATE SCARCE RESOURCES TO CONFORM TO CONSUMER DEMANDS

1 1. price

Reaction of _:'3  © - " Gottom industry ~ Brocade”industry

2. profits

3. quantity supplied

Tt W

4, price : VO o Lo

5. profitg* e S P

-

6. ansunt of cottom,brocade produced

E 7. number of business firms

" A new machlne is invented to further 1ncrease labor

.r“ J' ', :-,:- 0‘- Y

The snort-run (inmedlate) reatlon o e productivity in prdducing

men®s shirts-

R ] . R I . R (;1-(.‘_3-:51.-- v . : . . . 1, 1

1. cost per unit -’ o

3 S . ) A .t . : e oot

2. output per day of existiug companies

3. price of shirts

4. wages of workers’

5. profits of each business

The long-run reaction (a year or so after the invention is introduced)

1. number of business firms
2. price of the garment

3. profits of each business

4. number of shirts sold

L,
AR e
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In these cases-who ultimately determines -what. is. produced?

What_factors determine how will goods and services be prodﬁéedl

To whom will the output be distributed?

' 3. In these exemples what are the underlying assumptions about the
1 nature of market competition

‘o. number of buyers and sellers competing with each other

b. size of purchases or sales of each buyer-or seller in the market

¢. collusion between buyers or sellers to control the market .

d. ability to start a new business

e. motives of businessmen

f. motives of workers

CCC Dept. of Education
SW:mr 4/28/66 150c -




LESSON NO. 2

UNIT II

MODELS: THEIR MEANING AND APPLICATION IN THE SQCIAL.§CI§EQE§

2 DAYS

Table of Contents and Specifications

Instructor's Materials e

. Purpose of the Lesson ,

. Prerequisite Behavioral Objectives
. Lesson Sequence B
. Program on Models

. Film on Models

VP wNn -

" "Equipnent Needed

Days 1 and 2, 16mm. film projector

fgtudéﬁt Materials

1. Purpose of the Lesson
2. Content Outline
3. Program on Models

I e
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UNIT II
LESSON NO. 2 -1-

PURPOSE OF THE LESSON

This is a short lesson (2 days) designed to convince even the
rmost skeptical student that there is a legitimate use for
theoretical models, and to show how models can be used to
explain and to predict economic events.

CONTENT OUTLINE

I. Definition of Scientific Models
A. General definition of models:

"n., adj., v....-n. 1. a standard for imitation or c¢omparison; a
pattern. 2. a representation, generally in miniature, to show the
construction. or serve as a copy of somethinz. 3. an image in clay,
wax, or the like tov be reproduced in more durable material.. 4, a
person or thing that serves as a subject for an-artist, etc.,
5, one employed to put on articles of apparel to display then to
customers. 6. node of structure or formation. 7. a typical form
or style. ~-Syn. 1. paragon; prototype."
B. Definition of scientific models:

1. Models to explain - show how the parts of a complex entity

are related. '

a. street maps show relations between geographical points.

b. cut-away models of auto enzines show how engine parts
are related.

2. Models to predict - show what will happen in the future if
some set of conditions exist in the present.

a. the mathematical equations for ballistics nmissiles
predict where they will land.

b. cheniical equations predict what will happen if cer-
tain chemicals are placed in solution.

3. Models which are ideal patterns =~ allow us to compare the
real world with the ideal world in an effort to identify
changes which could be made in the real world in order to
bring it closer to the ideal.

a. a model student -~ the non-existent creature who
makes straight A's, wins four letters and is student
body president~-~3ives a basis for judging the per-
formance of real situdents.

b. the circular flow rodel of the national economy that
operates at a constant rate helps us to analyze the
real econony.

II. Attributes of a Model
A. Models are abstractions. To abstract is to withdraw, separate,
take away, e.., to separate by the operation of the mind, as
notion of political power from the reality of an actual social
organization,

* The American College Dictionary, Random House, 1963.

i
i




UNIT II. LESSON 2

2.

B. Models are never completely realistic becausge they are not real
life but only representations of real life.
1.

2. the assuniptions about what should or should not be included
3. when facts about reality are not available, models often

C. Forms of Models -- a model nmay take many forms. For example,
diagrams, numbers (equations), words and physical representa-
tions.

D. Steps in Making Models ~-- there are six basic steps in making
models:

1. Select observations from real world

2. Construct model

3. Test model to see if it explains or predicts accurately

4. Revise model if necesgsary

5. Test azain

6. Repeat 3 and 4 until model explains or predicts accurately

E. Qualities of Valid Models:

1. A model is judzed by the extent to which it performs the

2. There is no such thing as a "true' or a "false" model. A

. Abstractions simplify by selecting from the real world

CONTENT OUTLINE
-2.

only those facts which are important to the purpose of

the abstraction -- the rest of the real world is left out.
For example, equations about ballistics missiles take

into consideration suchthings as weight, the thrust of
engines, changingy air demsities, etc. But they do not in-
clude the color of the uniform ;0f the soldier who fires
the missiles or the political orzanization of the country
of destination.

Models restrict the scope of reality by setting up rules
or limits. _

a. they ignore exttreme cases, e.g., the missiles that
blow up on the launching pad.

b. they assume that the uvbjects or people being studied
will always act in the same way, e.3., that the
fanmilies in the circular flow model will always spend
all they earn.

it is restricted mnd thus cannot explain or predict every-
thing that might happen. '
mizht not be an accurate representation of reality.

include guesses about reality.

function it is desigzned to do.
a. A predictive model is considered good if it does a
zcod job of predicting.
b. An explanatory model should provide a good explanation.

nodel is not reality. A rnodel is a model; therefore truth
is not a ceasideration
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UNIT II, LESSON, 2.

PREREQUISITE BEHAVIORAL OBJECTIVES

After viewiny the film and”working the program, students will,

When asked what are the two main uses of nodels, select from a
list the terms ‘"explain'" and "predict"

When ziven a list of the six steps needed to make a ‘model in which
two of the steps are out ,of order, identify these two steps.

. When given a list containing examples of models and.things which
" are not nodels, discriminate models and non-nmodels on the basis

of whether or not the examples explain or predict.

When given a list qf=definitions, choose the correct definition
for the term'“abggpa;tion" as defined in .this:-lesson.

Given ten trué/false items, pertaining to the characteristics of

a model,correctly label at least eight of them. : o

Yhen asked for a third use of nodels, choose from a list of state-
ménts, the statement "to compare an.idealized model with the real
world in order to identify changes needed to bring the real world
into conformity with the ideal."

Given a simple modei witb,spécific assumptipns, choose from a list
those events which are inconsistent with the assumptions.

Given'a éimple nodel withﬁspécific parémeters; choose from a list
those parts of the real world which are not ipcluded in.the‘model.

¥




3 UNIT II
y LESSON 2
2 DAY 1
;; 1. View f£ilm and engage in classroom discussion on prerequisite ,
; objectives 1-2,
; 2. Homework assignment: complete half-hour program on models.
:
| DAY 2

= .

1. Classroon discussion on prerequisite objectives 3-8 in order
to clarify the points from the film and £rom the prozran.

2. View film a second time to reinforce learninyg which has
occurred.

T T i RSB
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UNIT II

LESSONS 3 ~ 6

ilarket Competition Under Conditions of Perfect Competition and Perfect

Monopoly
l,.iMarket Demand and Supply
2. Arithmetic Line Graphs
3. Market Price Determination
4. .Price changes: The Law of Supply and Demand
-5, Resource Allocation in Perfectly Competitive Markets
6. Resource Allocation in Perfect Monmopoly Markets
. 7. .Comparison of the Effects of Perfect Competition and Berfect Monopoly
12 DAXS

Instructor's Materials

!

. Genexal Statement of Purpose
General Description of Teaching Maturlals and Their Use
Content Outline
. Lesson Objectives and Purpose (Worksheet Answers)
Bibliography
Overhead mr:ansparencies for Part II of Worksheet, and to Illustrate
the Law of Supply and Demand

[ -

ooumphLih -

- Te . :

Student Materials

1. Essay on Price Theory ' | .
2. Worksheet on Price Theory
.y v, . ; . { .

alo
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3.

GENERAL STATEMENT OF PURPOSE

d

The over-all objectives of Lesson 3 - 6 are:

A. To prepare students to do the case studies in lesson 8 and 9. In
particular, students should learn what to look for in studying an
industry -- market structure, competitive conduct, and industry
performance. SR

B. To show how the competitive market mechanism allocates resources to
conform to ¢onsumer demand and existing supply of scarce resources.

Students should reach the following conclusions as a result of complet~
ing lessons 3 -~ 6:

A. Perfect competition is far from perfect:

(1)

(2)

(3)

producers are constantly threatened with extinction, profit-
making innovations cannot be protected, prices and production
levels change comstantly; business conditions are very unstable,
and this mecans income of factor owners is unstable, or atleast,
requires constant changing of jobs, occupations, businesses to
maintain a stable level of income.

It's hard to get ' very rich. If there is really free entry into
any market, profit rates are low, income is more-or-less equally
distributed. ' -

This market type is incongistent with mass production tcchniques,
because with mass production, demand is not large enough to accommo-
date many producers in a market.

¥

B. Monopoly power distorts free markets by restricting sales, réising
price: .

(1)
(2)
(3)

(4)
(5)
(6)

(7)

s M A

Consumers no longer have complete control over resource alloca-
tion

Monopoly impairs frecedom of other firms; to compete;

Monopoly can impair progress because the monopolist is not under
presiure from competitors to introduce improvements in product
and production techniques;

Monopoly inhibits justice;

Monopoly promotes stability;

Monopoly is more consistent with mass prcduction techniques than
free competition.

One can get rich this way, and even raise wages for ones employ-
ees

There are several experience objectives of this section:

(1)

We want to give students practice using economic models to study
the logical conscquences of a set of initial assumptions.

(2) We want students to understand that the '‘perfect" markets of com-

petition and monopoly are not real or perfect in the sense that

TR A b il 0 o ks i P e 5 y et S st e R R s coane
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the goals of the society are to make real markets into eilther
one 'of these forms of market structure. The perfect markats

are useful mainly for purposes of comparison.

We want students tc experience market comﬁetition. What it'is
really like to be a business nan in a highly competitive market,
and in & highly monmopolistic market. In order to operate suc-
cessfully as a competitor one must be fational ‘and keep cool. If

possible, students should be put in a situation in class which

2llows thew to discover the importance of rationality in success-
ful market competition. They should experience the ruthlessness
and ‘impersonality of competition and learn to react appropriately,
-< ‘through collecting data, weighing evidence, analyzing alterna-
tivéé;%calculating of probabilities, making a decision. You can't
blow your cooi in a poker game or in market competition.




GENERAL DESCRIPTION OF TEACHING MATERIALS
AND SUGGESTIONS ON TEEIR USE

These lessons are centered around the following materials:

(1) A student essay. Actually, this is more like a text chapter. It presents

in systematic progression the analysis of supply and demand, using illus-
trations to apply the theory. The complete analysis is prov1ded in the
essay, along with the applications.

" (2) A student worksheet. The worksheet has six parts, each one conforming to

(3)

the major sections of the essay. For most of the content of these lessoms,
worksheet provides examples in addition to those prov1ded in the text.
There are two exceptions in which the major part cf the analysis or student
experience comes from working the worksheet frames: We provide exercises
to teach students how to construct and analyze line graphs in Part II of
the worksheet, and in Part V we set up some examples for students to work
through to draw conclusions about wonopoly. Neither of these two subjects
is discussed fully in the essay.

Overhead transparencies to aid in the analysis of line graphs and in
illustrating the law of supply and demand.

The essay contains the complete message of the lessons (with the
exception of the line graphs and monopoly analysis which are developed
in the worksheet rather than in the essay). Probably the best strategy
for the teacher to follow is to work out a procedure to guide students
through the analysis presented in the essay, using lecture-discussion and
class demonstrations, and whatever worksheet frames seem helpful in
enabling the students to understand the theory.

It is not. necessary for students to be able to reproduce from memory
all of the theory presented in these lessons. These lessons are more like
elaborate demonstrations. This means that the students should be able to
follow the argument or line of reasoning at all points in the analysis.
This gives a clue as to how class discussions or lectures should be
carried out. As you go through the theory in class, you should constant-
ly question students to make sure they are following the analysis, and to
give you the tip-off on what neceds further explanation. Thus, you should
get students to supply the small parts of the analysis as you go along.
Ask for questions and ask other students in the class to answer these
questions. If students don't have questions, you ask cnes which will in-
dicate how well students are keeping up with the analysis.

We have found that the main reason most students have trouble with
demand and supply curve analysis is that they don't understand what a
line graph is or how to read one. Therefore, we have provided a fairly
carefully worked out set of examples and problems. We suggest below how
to help the students complete Part II of the worksheet, basically, we
suggest that in class you show students how to comstruct the graphs using
the chalkboard or overhead projector. Then allow them to complete the
problems at home.

We have deliberately excluded a summary analysis of monopoly in the
essay. The reason is that we think that the students should have a chance
to do some analysis for themselves. If they have grasped the market
analysis for perfect competition, they should be able to work out their
own analysis for perfect monopoly. Hopefully, successful completion of
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Part V of the worksheet, will give students more understanding of the
nature of competition.

One general word of cauticn. Students are not used to careful,
logical analysis -~ drawing logical conclusions, given initial azsump-
tions. We have found that students get hung~up if any little part of
the analysis is left out, on the assumption that it is obvious. Un-
less you are teaching a fairly talented group of students, don't take
shortcuts by leaving out certain little points which seem obvious to
you; this may confuse students. -




UNIT II

LESSONS 3 - 6 CONTENT OUTLINE

This outline is brief because the content .for théée lessons is carefully
stated in the student readings. This .outline-is.a summary of the organ-
ization of the student readings.

I. Market

A. A market is the total group of buyers and sellers of a good or
service.
1. A market is not a place, but a group of people, all the people
who buy or sell the good or service.

2. Geographic limits of a market: Although a market is not a place,
it does have geographic boundaries. A product may be sold in a
regional, local or national market. The market region of a
good or service is that region which includes all or almost all
of the buyers and sellers of the product.

a) If 99.44% of the buyers and sellers of cement are in roughly
equivalent to a 100 mile radius of San Francisco, then that
region is the geographic boundary of the market.

b) If California Redwood is sold to buyers all over the U.S.;
then the California Redwood market is national, even though
the lumber comes from only one specific location in California.

B. Demand side of a Market

1. Demand for a product is the amount of the product which will
be purchased at different prices.

a) Demand is stated as a table or schedule showing a set of prices
of the product, and corresponding to each price, the quantity
which will be sold at this price.

b) Demand can also be shown as a curve or line graph. The graph
shows visually the relationship between price and quantity
demanded.

¢) Demand is “effective demand”, the amount people will buy
at a particular price. In defining market demand it is of
no concern how much people would be willing to consume if the
good or service were free.

2. Characteristics of demand: the negative relation between price
and quantity demanded. The demznd curve has a negative slope.

People buy more of a product at low prices than at high prices.
The explanation for this:




(a) One derives less additional satisfaction-from.consuming
additional amounts of something at a particular time.

(b) People have a limited ineome to use to buy the things which
will satisfy their wants.
voaa L e . : . .. e -i
t i (¢) Limited income means that peoplé must choose what they buy
k vwrmes . . wisely to try to get the greatest .satisfaction from their
* fixed income.

(d) If there is a decline in ‘the added enjoyment. from consuming

greater amounts of one thing9 a parson will be less willing

“uit f ito buy large amounts of the thing-unless the.price is very
low. B

o ¢

ceeny %

h

MR N Lot

(2) Thérefore, if the price of a thing increases, people will buy
less of it and will substitute other goods. ox, services. for it.

Elasticity of demand:

3. The amount of quantity demand changes as a result of a price change.

WL A, If demand is very respon31ve to a price change, this means that
HINE a small change in price will result in a.larger.than proportion-
ate change in quantity bought. If demand is highly responsive
to a price change, demand.is said to be elastic.

B. If demand is not very responsive to a price, change,‘demand is
inelastic. A change in price will not résult in largé change
‘in. quantity sold. The percentage change in quantity sold is less
than the percentage change in price. .

C. Factors affecting elasticity of demand:. . .

(1) the percentage of income spent on the..product;or service;

(2) availability, of substitutes .
(3) the extent to which the good or service is a necessity.

4. Demand conditions:

a. There are things which affect how much people will buy at each
price. These factors which affect the relation between quantity
P : demanded and price are called demand conditions.
b. Major demand‘coaditions:

1 voeeyg T . . ! e
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(1) income
(2) .price of substitues

(3) availability of credit and cost of borrowing
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(4) tagtés-

(5) expectations about the future (income changes, changes in the
product, its price, etc.).

c. If any one demand condition changes, the relation between price and
* ' quantity’ changes; there is a new demand curve. The curve shifts to
the right when demand increases, to the left if demand decreases.

(1) Increase in demand means that the amount bought at each price
is’ greater' than it was before.

(2) Decrease in demand means that the amount bought at each price

Supply is less than it was before.

1.

HERT

Define:  Supply is the amount sold of a product or serv1ce at each
possible price, under given supply conditions.

The amount supplied at each price depends on the cost of producing the
output and on the number of suppliers. .

The fact that there is a positive relation between price and quantity
means that producers will offer more for sale at higher prices. There
is a pdsitive relation between price and quantity supplies because, in
the short-run when the size of the firm is fixed, the average cost of

‘production is greater for higher volumes of output than for lower

outnut léevels. This is because of the law of diminishing returns.

':'Shpply”ébnditions:

a. Thesé are the factors which determine the relation ﬁetween price
and quantity supplied. .

b. Supply conditions include:

(1) number of firms supplying the good or service;
(2) price of inputs or other costs of using inputs;
(3) methods of production

(4) the nature of the product or service

‘c. Effect of a change in supply conditions:

(1) 1f supply increases, the supply curve shifts to the right and
more is offered for sale at each price.

(2) If supply decreases, it shifts to the left and less 1is supplied
at each price.

D. For a particular period of time, the conditions 'for a given market
" are summarized by plotting the demand and supply curves for the
market on one line graph. , ..




IT Line Graphs

:A.- Define

...+ B. . Rules for comstructing an arithmetic line graph
C.. A line of curve is described by the following characteristics

;,-5n¢ ;3';;1;, The variables whose relation to each other ig}éisualized by the
curve o

2. Intercepts of the curve with the two axes o
3. Shape of curve:
a. sign of the slope
b. value of the slope

c. if or how the slope varies

III Price Determination

1 A. The market price and quantity sold is that price and quantity where ,
demand and supply are equal, the 1ntersectio1 of the demand and supply ;
curves. ' |

; - .. B. At any other price there will be either éycess demand or excess supply
| which will cause price to move toward the equilibrium price.

% 1. If the price is above the intersection of the demand and supply
curves, there is excess supply and competitive bidding between
suppliers to sell their extra output will force price down.

2, If the price is below the equilibrium price there is excess demand
and competitive bidding between buyers will force the price up to
.. the interscction of the demand and supply.curves.
R .
; . 3. The market price is called an equilibrium price because it is the
| price where the market will settle down.

C. .Price and quantity sold change whencver demand’ or supply conditions
change. The Law of Supply and Demand summarizes the direction of

oot price and quantity Lhmdgbs. L

~n

l. Under given deinand couditionsg

.
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a. an increase In supply will cause a price reduction and an
increase in the quantity sold.

b. a decrease in supply will bring about an inctease in price and
a decrease in quantity sold.

.
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Under given supply conditions:

a. an increase in demand will cause a price and quantity increase;
b. a decrease in demand will cause price and quantity sold to decline.

If both demand and supply change at the same time, it is not possible
to predict the direction of change in both price and quantity because

for efither price or quantity sold supply and demand result in oppos-
ing influences. -

IV Resource Allocation Under Conditions of Perfect Competition

A. Conditions of Perfect Competition

1.

So many small buyers and sellers that no one buyer or seller has any
control over price. That is, none in the market can affect price
by withholding his supply or demand. The demand curve for any one
supplier is a horizontal line drawn at the market price. The
supplier's demand curve is infinitely elastic.

There are no barriers to entry into the market.

"All producers produce a' product identical to that produced by every

other producer.

Buyers and sellers try to maximize their gain and they have the
nedessary information about the market to make rational decisionms.

‘L

B. Shart-run Marke; Reactions

. I

Whenever demand or supply change, price changes. The price changes
affects the amount sellers produce and their profits.

c. Long—ru Market Reactions

1.

Whenever there are excess profits, the condition of free entry
assures that new firms will enter the supply side of the market,
increasing supply and reducing price. This competition will force
the price down to a level which just allows firms in the market

to make a normal profit when they are producing as efficiently as
possible. Thus, in the long-run, there is a ;gndency for

a. price of the product to equal cost~per unit plus a small markup
for profits, just enough profits to induce the firms to stay in
business. :

b. cost per unit is as léw as is possible

c. each firm is producing at a volume which allows full utilization
of plant ahd equipment. There is no waste of factors of production.

The condition of free entry, not only means that new firms enter and
leave at will, but that any invention will be copied. Thus, any
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improvement in the product or in the means of production which
increases profits will be copied immediately by competitors.

V Resource Allocation Under Conditions of Perfect Monopoly

Vi

A. .Conditions of Perfect Moncpoly

One firm supplies the entire market.

There are complete barriers to entry of competitors.

B.::. Long-Run Market Conduct

3.

The monopolist chooses a level of production and price which will
maxinize his profits. He will restrict quantity sold in order to
charge a higher price and earn higher profits.

The moncpolist is not forced by competition to introduce new in-
ventions until it is profitable to do so.

A monopolist may deliberately prevent competitors from entering the
market.

Monopoly and Perfect Competition Compared: What Conclusions can be reached
about the Merits of Perfect Competition and Perfect Monopoly?

A, Perfect Competition

1.

4-
5.

The market is very unstable. Price, the number of firms in the
market, and profits change whenever demand or supply conditions
change.

Profits are low, and a firm is not permanently rewarded for invent-
ing new things, because competition will cause other firms to copy
the invention.

This form of market can only exist if demand is large enough to
support a very large number of firms producing at the most efficient
scale of operation. For this reason perfectly competitive markets
are uncommon today because mass production techniques mean that a few
large firms can produce enough to satisfy total market demand.

The consumer gets the product at the lowest cost.

Market price fluctuations assure that resources will be allocated
to conform to changes in consumer tastes.

B. Perfect Monopoly

1.

Because the supplier can determine price, and because he does so
make the highest profits for himself, consumers pay a higher price
and buy less than they would if there werc more market competition.
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“Price dces not necessarily change whenever demand and "supply

conditions change, so the allocative mechanism of the market
is less efficient. : - -

The market is more stable. Price changes less often, the:'firm
can earn long-run excess profits.

The monopolist can decide when to introduce a new invention,
the firm can wait until an opportune time; ‘e.g., when

In some markets one firm can produce all of the good or sérvice
demanded. This is a case of a natural monopoly.
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LESSON OEJECTIVES AND PURPOSE
(Answers to Worksheet)

1. DEFINING MARKET

A. Prerequisite objective:

(1) Given a description of a market, students identify it as a local,
regional or national market; and state in writing the reason for
their chOiqe: ‘Correct choice of geographic extent of the market
depends ‘on ‘the students' assumptions about the location of buyers
and sellers who compete aétively in the market. : The criteria
students should use for choosing the geographic regiom of the market
is that who competz actively with each other in the process of
exchange. The region should 1nclude practically 100% of the buyers
and sellcro.

gy o e . e SRR SbCHE

B. Learning experience: Page 1 or readings and Part I of the worksheet.

C. Purpose: Students often do not really understand the definition of
‘*marketsiasfmade up of all competitors, the total number of people who
“buy ‘and sell -the product in’ comipetition with ecach other. This exercise

givesistudenits a chance. to apply the definztion for forc1n~ them to choose
the geographic bounds. : :

It is important for students to be able to disting uish roughly
bétwéen closely related but different markets, in order o understand
the industry structure of an industry like alutiinumi ' This industry is
made up of several markets) one‘for each stage of production. The
markets are related because each represents the outptit of a stage of
production (aluminum) and because some firms produce' the output of each
stage of production.

D. Teaching strategy: Tlils frame can bé-taught two ways:.

(1) To save time, you can give the students the rule or criteria for
choosing the geographic limits of the market, and then see if the
students can apply it to each case in Part I of the worksheet..; "

(2) Do not give the rule but have students work out, each answer by arguing
among themselves and with you. Then get them to state the rule
i that is implied in maklng these ChOiCLS. :
'E. Answers to Part I of the Worksheet:. The following are’our answers
knowing what we.do about each of - the markets. :The students may come
up with different assumptions about where buyers and sellers are locat-
ted and therefort different geographic bounds. As long as they have
- appliedthe criteria correctlyy -thedr answers should be considered
' correct¢ ' It won't hurt, of course, to give them the added information
and have them alter uhein conclusmons on the basis of more realistic
assumptions. . .

(1) Ci&arette sales by manufacturers: This is a national market because
"  tHe demand:side of the market is made up of the total smoking pop-.
ulation in’ the U.S. - L
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(2)

(3)
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-Purchase of major league baseball players: This is a national

market because any seller can sell to buyers anywhere in the
country, and vice versa. Buyers and sellers from all over the
U.S. compete to buy major league players. This may not be so
true for minor leagues, however. Co

é
.

Retail car sales: This is a local or at most, regicnal market,

.because ordinarily the sellers in a given city or town sell only

(4)

. (5)

‘to local residents. Therefore, sellers over 100 miles from one

another do not compete with each other to sell to a given buyer.
A student may tell you that his uncle goes back to Detroit to
buy ‘a car every two years, or to Europe..=This is true, but these
are isolated instances. S

Sale of beauty shop services: This 1s a local market. The ladies
do not usually go out of town to get their hair done, unless they
are visiting out of town. “Sellers in different towns are not
competing with each other for customers.

Saleof cenent by manufacturers: This is a regional ‘or local

market. - Because cemont 1s éxpensive to transport, and:beéause
it can be produced:almost ‘anywhere, usually sellers in a region

sell only to buyers located in the same region.

(6)

(7)

CIZMAND

Sale of California redwood lumber by lumber mills: This is a

"~ 'national market. Although:all of the lumber 1s produced and
-'sawed in one limited geographic location, -buyers from all over

the country compete for the supply. -Students may have trouble

with this one, s0 make sure to get them to apply the rule.

Jet plane sales by manufacturers: Again, this is a national
market, even though the manufacturers may be 1ocated in a few
selected regions throughout the country. ~

(1)

o
.

- .(2)

‘A.  Prerequisite objectives:

Students can make up an example of the market demand for a product
on a given day with the following properties: it 1s a table or
graph showing a négative reldtion between the price of the product
and thé quantity of it which peéople will buy. .

From a group of ‘alternatives, students can choose the correct
reason why people ténd to buy more of a produé¢t if its price
drops: they substitute it for something else; or the additional

‘amounts consumed of any product begin to give less additional

satisfaction and therefore a person with a limited income will not
buy additional amounts unless the price drops.

vioe

B. Experience objectives. Redd pages 2 - 5 of the essay, draw and work with
exemples of market demand curves throughout the essay and worksheet.
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A.

D.

LINE GRAPHS

Prerequisite objectives:

Foan

(1) Given an ariﬁhﬁ¢tic line graph, students can read the graph,
(e.g., for any given price in a demand or supply curve, they
can give the quantity value corresponding to it).

(2) Given a line graph students can describe its major character-
istics: '

(a) the two variables whose relation to cach other the -graph
describes; o

(b) the:intercepts if there are any; -

(c) the ‘sigr’of the slope, whether or not the slope 'is ‘constant,
if ‘thé slope changes, whether it incrcases or decreases as
the variable mieasured on the horizontal axis increases.

(3) Given a picture of a straight iine curve, students can compute
the slope of the ‘curve. : : ‘

AR A PR

(4) Gf@én 4~5 line graphsidéscribing comparable demand or supply,
iséudents can identify ithe curve which shows the greatest -price

responsiveness , which shows no price responsiveness, which shows"
a fixed quantity, etc. ‘ R IR R

(5) Given several demand curves, can identify the two whieh cannot ‘..
be compared by using the graphs. e

Experience Objectives: ‘““gtudents construct démand curves and tables

from raw data. They compare two demand curves to determine which one
shows the most price responsiveness. R R A ‘

» :
I LS
"'s,‘ :,

Purpose: The object of this digression on the construction and read-
ing of line graphs is to help students understand what graphs are and
why they are useful. You are primarily interested in their ability
to describe a curve in a split second ~ it's sign, its ghape. This
facility with line graphs is essential to enable stiidents to under-
stand the meaning of elasticit; of demand, and to enable them to use
supply and demand curves to preédict market price; and changeé in. price
resulting from a shift in demand or supply. 1f you intend to use the
demand and supply curves to illustrate the law of ‘supply and/demahd,
it is essential that students can complete this ecxercise.

Advanced clasdes may find this bkxercise caiy, névertheless, ‘they
should be able to complete the quiz At the end of Part I1!without
error before you go on to the supply and demand ‘ahalysis:

Teaching'Stféﬁeg&?”‘?artwll of the workshest is'devoted to giving'
students the necessary practize in comstructing and analyzing’ line
graphs. We suggest that the instructor work with students as a group
to go over the summary in 2 and use the overhead projector to construct
the first demand curve in 3. Go around the room to make sure students
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are following your instructions and understand what is going cn. Make sure
that students construct their scales accurately, (equidistant scale markings)
start each scale from 0, price is measured on the vertical axis and quantity
on the horizontal axis. RN

Allow students to construct the demand schedule and curve for problem 2.
In this example tell students to use the same scale of measuréiiént for price
and quantity for this example as they did in the first problem. This is
important because 'wé want to compare the slope of the two linés by comparing
the angle with the horizontal axis, and this will not be possible unless they
use the same units of measurement.

Number 5 and 6 can be done together. The instructor should describe the
characteristics of a line graph by describing the demand for orange juice. Then
have the class as a whole do the comparison between the demand for milk and
orange juice, number 7, 8 and the quiz in 9 can be used for homework.

It 1s important to go over the answérs to the quiz in class, and an over-
head tramsparency of the six illustrations in the quiz is provided for this

purpose. Students should be able to answer these questions quick@y and
easily. If they cannot, or if all of them ‘cannot, it may be necessary to
provide additional examples. Another test is provided here in case you need
it.

E. Answers to Part II of the worksheet: Most of these answers are obvious, however,
correctly constructed graphs for problems 1 and 2 are given below. Be sure
students start each scale.at zero, use arithmetic scales, and plot price on
the vertical axis. Also, make sure you use the same scales for both graphs.

You will have to give students this instruction, because the instruction does
not appear on the worksheet. ~° >~ 7Y o

F. Additional Quiz Questionms: Another quiz is included here in case you need
more practice. T ;:f‘“f T . ,‘f;;‘”“
SECOND QUIZ ON LINZ GRAPHS
1. Draw the foilowing kinds ofiburvesiﬁf t'ﬁ | ' e
A. Straight line curve, positive slope,
Y axis intercept at Y = 3

"' B. Curve showing that Y is constant
*C.t Curvé_ghowing X 1$@constaht'

D.”?Diégfaﬁ{showing X'and Y are both constant

',E.? Cutvé’$§bwing that X = Y e

F. Curve sﬁ?ﬁingfa di;ect rélaf;op between X and Y, But_one in
. which the slope declines to zero " K

at a high value of X

. t R
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G. . Negatively sloped curve where slope gets’smaller_g;,}arger
~ values of X ' S - CEUERT L
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Quiz Continued

2. Coﬁéare the two demana curves in thg'following diagrgm.';jf

ﬁémand for‘8—¢j1indeé,13taﬁ4ard
shift 1965 Valiant in two different

Price tiarkets

. Quantity Bought B | o
A.. Describe curves A and B as to their variables and range_and:“"
slope (sign, value, and change) 4 .

. Demand A . Demand B

B. Which demand ¢UIV6 ShéWs demand as more responsive to a change
in price..c')f Valiant? R :

L C. What can you'pfedict,'6§7;§Okip§_ét the two curves, about the
buyers in the two markets? =

LR

4. ELASTICITY OF DEMAND

A. Long-term Behavioral_ObjectiVeé:

(1) Students can state in writing the difference betweén elastic and
inelastic demand, and can give examples of each. The definition
should state that demand is elastic if quantity bought is responsive
to price changes, or, alternatively that a change in‘price.brings

) about a more than proporticnate change in quantity demanded; or they

" may illustrzte this by an example - 20% increase in price brihgs

about a SZ'QQEIine in quantity sold. ' S

1A

(2) Givén examples of given markets for a good or service, stﬁdenféfcan
ptedict whethér or not demand is elastic and can offer ‘a valid expla-

L . mnationm. These examples include the demand confronting'pﬁéffi;@_in a

¥ " highly competitive market; the demand for one firm which has a#irtual

S m',ono(p.OIY e L.

Y% | Lo N doa RN

KEEN : - ':‘}
: B. Experience Objectives: Students read the description of elasticity of
A _ demand'bn Page!QﬁSL“and they complete the exercise in the worksheet’

: (p. 34). e

3 C. Teaching Strategy: - It may be necessary to discuss in' scme detail ome

| point made in the readings. That is the contention that goods, like

- drugs, or services, like medical care are luxuries. This is an unusual
definition of luxury, but it really is more accurate than our normal use
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E.

“

of the word. If people cannot afford medical care and do not use
what money they have to purchase these -services, then medical ‘ig -
a luery for these people. At the prevailing rates, the price is
too high to enable these people to use the services. If the price

" drops epnough, then medical care will be considered a necessity for.

rich and poor alike. The fact that medical care has an elastic de-
mand at current prices, means that for many families medical atten-
tion is still a luxury.

The answers to the worksheet item which students provide may
be correct but different from thos given below. Agdin, if the
students use correct reasoning to determine whether or not demand
is elastic, thelr answer'is correct. WNevertheless, it might be
useful for the instructor to.correct any mistaken reascns which
have ‘allowed students to make their inference aboiut demand- elasticity.

Purpose: The concept of demand elasticity or price responsiveness
of demand is very important, because the degree of price responsive-
ness of demand is a measure of the amount of competition between
sellers. If demand is elastic, this means that there are close
substitutes for the product,so a small price éhange causes a big
change in quantity bought. The term ''elasticity' is not so important
for the students to learn; we use it because novelty of the word

may provide a easy way to remember the characteristics of price re-
sponsiveness.

In studying a market, it is very important to determine whether
or not the industry demand or the firm's demand is elastic to pre-
dict business competitive behavior. Whenever there is keen price
competition in a market, this means that the demand for the product
of any one firm in the market is highly elastic. Buyers:-do.-not muéh’
care from whom they make their purchases,

Demand elasticity is indicated by thé 310pe of the ‘démand ‘curve;
the closer the curve is to a horizontal 11ne, the more elastic demand
is. "

!i?:
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Answers to:WOrkshéétjitem 7'onhp; 34;:} X

(1) 1966 Mustangs - elastic, there are'otlier kinds of competing cars.
(2) Jet flight - elastic, this is a luxury, expensive, and there are many
othersubstitute ways to spend a vacation or large amount of money.

(3) Rubber bands - inelastic, low price, small part of anyone's income.

(4) T-bone steak - elastic, expensive cut of meat for which there are
many substitutes,

(5) Gas at’ the cOrner station - elastic, there are many compétitors near
by. o ENRY

(6) Cigarettes at the usual price - inelastic, necessity,’ "amali % of in-
cone,, nO cheap substitute.

(7) Cigarettes at $3. 00/pack ~ elastic, there must bé- other wayé o’
sdtisfy one's oral nieds for less than $6.00/day foi'a two pack a
day smoker.

(8) Gas at a station in the Mojave desert - inelastic, no substitutes.
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5. Demand’Conditions ; o | .

A. Long-term objectives:

1. &tudénts can list five major demand conditions: income, price
of dubstitutes, tastes, availability of credit, expectations
about the future. ' ' '

2. ' Given information about some change in a demand conditién,
“'students can prédict the effect on demand and on the demand
curve, (e.g., if income increases, demand increases and ‘the
‘demand curve shifts to the right). ' Co

B. Experience objectives: Students read pages 9-10 in the téxt and
in several exercisés alter demand diagrams to show a change in
demand conditionms. ' e

oL

C. Purpose: It is very important that students distinguish'betWeen
a change in the amount sold due to a change in price, and a change
in demand conditions. Changing demand conditions explain the
reason for changing market prices. It is important for the students
to start thinking in terms of market demand and supply conditions
because these are the underlying factors which determine price
and quantity sold. In lessons 7 and 8 students will learn that

these demand ‘and supply conditions are the factors which determine
the type of market competition between firms in an industry.

6. Supply

The' study Qg'the'éﬁﬁply side of the market parallels the discussion of
demand, so”};fis’ndt‘neceésary to describe this section except for
uniqué’ aspects of market supply. C

A. Prerequisite Behavioral Objectives:

(1) Given a table like the one shown below students can identify
when diminishing returns set in' (when labor input increases

from 30-40 man-hours per day) .

-Potal man-hours per day Total output  per day
e | "0 ' B ; 0
e ¢ 10 | : 50
20 150"
, 30 250
A © 40 C 325
50 ' f 375
60 ‘ - 400
70 400"
. ) (2) From alternatives, students choose correct explanation for the

" preséedce of diminishing returns, (that some’ factor of production
e € O di ‘ , , .
M e fixed). -
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(3) From alternatives students can identify how a firm can increase
output and reduce cost per unit, (by increasing the iscale’ or
size of the factory or plant).

(4) Using-the table.above students can explain in cne.written
.sentence why the presence of diminishing returns makes firms
willing to increase output per day only if.price rises and can
prove this point.(Average cost per unit produced is higher at
higher.levels of output. The firm pays the same:amount for 10
additional man~hours but the added labor’ results in. less and
.less added output, e.g., if the wage yate is $2.00/hr,, for an
additional $20.00 per day to 100 additional units are produced
when output is increased from 150 to 250 /day. When output is
increased from 375 to 400/day, cost increases $20.00.but output
increases only by 25. It costs & times more per unit to produce
the additional output at the higher level of output per day).
Note: It may not be worth the time for students to be able to

prove:this point.

B. Long-term Objectives:

C.

7. PRICE DETERMINATION

i,

(1) Students can list the major suppI& conditiéhs.

(2) Given a.change in supply conditions students can explain factor
price.change, change in technology, change in the effect on .
supply (increase in wages decreases supply , the supply curve
shifts to the right).

Purpose: The students should understand why there is a limit to the
. amount supplied at,a particular price, and.that, usually, more ‘will::
be supplied at higher prices. Students should recognize:that the.. |
amount supplied is dependent on cost of ' production. -Supply conditions
are all factors affecting cost of production.

.
-

PR

v x e

s S I
A. Prerequsite Behavioral Objectives:.

(1) Given a demand-supply diagram or schedule déséribing.a given market
studgnts can}phoosgkthq‘market grice and quanti;y;sold.

(2) Given information about cither the existence of excess demand orx
excess supply in a particular market, students can state whether
price is too high or too low.

Experience Objectives: Reading page 16-17 of essay, completion of

Part -V, No. 1, class discussion. Students should be able to state
verbally a proof of why the market price has to be at the price such
that demand equals supply.

Fet

Purg&se¢t=Thié“is the objective * of the ﬁhole market analysis-up to this
point. This analysis shows how demand and supply interract to determine
price.

s et i s n

e . ) R e




8. LAW OF SUPPLY ARD DEMAND

A. Long-term objectives:

- *

(1)

"

L .
]

Givén supply-demand curves for & given .market plus a2 description

of some change in market conditions, students can draw the ap-
propriate shift in demand or supply and state the resulting change
in price and -quantity sold: - o : ‘ ce

AN & TR . v
Given-a statement about a change in market- demand;or supply

conditions, students can predict accurately the direction of price
and quantity change. (e.g., supply increases, demand remains con-
stant: price will drop and quantity solc will,ipgre§se).uA

B. -Expérience objectives:  After reading pages 18-21 of the essay students

. should be able to. respond correctly to the instructor's use of the
overhead transparcncies used to show changes in demand and supply con~
ditions.

Question No..3 on page,36.of the worksheet extends this.analysis

. -.. of priece and quantity changes a little further: by: showing:that the
amount of thc price change depends on the slope of . the demand and
supply curves, and the amount of the shift in demand or.supply.

[ A

9. RESOURCE ALLOGATION IN A'FERFE&TLY*GOMPETITIVE MARKET

H
.

A..*Long—term behavioral objectives: - Y

(1)

(2)

Students can state the long-fun effect on price profits, costs,
number of firms supplying the market of competition iq,g.pggfectly
competitive market: (price = cost plus a minimum profit margin,

- firms tend to produce:-at' the most: efficient level of plant capacity

so: that costs .are a minimum, the number ..of firms .in the industry
changes with changes in demand).

Students write an essay or amswer question on the effect of perfect
competition on economic freedom, stability, justice, and progress.

B. Experience objectives:

@

"-.(2)

After reading pages 21-23, students should be able %o'compleééithe
exercise on page 37,38 and 39 of the worksheet which requires

. students .to use market and firm demand and supply curves to show

the effect on the market, a change in demand.

To assess the total effect of perfect competition, students shouid
discuss the degree to which market actions allocating scarce re—""‘.."
sources and promote the four basic goals of freedom, justice,
progress and stability. The summary of this discussion can be
written down in pages 40-41 of thé workshect. S

e,
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C.

D.

E.

Purpose:

(1)

(2)

The exercise requlring students to trace the effects of an increase
in demand 'is to get them to apply the demand and supply curvé
analysis.-
The students should analyze for themselves whether or not perfect
competition is an ideal way for an economy to be organized by fig-
uring out to what extent such a system would further the basic
economic goals of a society. -

Teaching Strategy:

(D

. 2

For the first exercise you may want to go through the analysis on
pages 37-39 in class, getting students to supply the answers as
you complete the problem as a class demonstration.’ .

Discussion of the effect of perfect competition on promoting the
four basic goals. - This should prov1de a lively discussion, based
around four question: _
(a) Does perfect competition promote economic freedom’ L
(b) Does perfect competition promote economic justice?

(c) Does perfect competition promote economic progress? Pt s
(d) Does perfect competition promote economic stability?

For each question except the last, thése are yes) but make sure
the students consider the exceptions.

:Wérksheét answers:

(1)

v

Page 38 and ‘39 The following diagram'shows how the progression
“of demand and supply shifts and completed diagram on' page 38.

. L
A
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% B AR
(2). Pexrfect competition and economic goals:

.. Justice, freadom, progress are all promoted, but there are
limits. Freedom is limited in the sense that one man's ability
to act is strictly circumscribed by the fact that all other men
are equally free. Progress is restricted by the fact that there
is no great accumulation of wealth to invest in mass-production
industries or in research and development. There are no mass-pro-
duction industries because all suppliers must make up a very small

~percent of supply. ' :

‘ Perfect competition does promote stability in one sense.
There is a tendency for the economy to run close to full employ-
ment at all times, with small variations for a short time around
full employment. However, to accomplish this people must constant-
ly shift from one job or business to another.

-Counter to what one might assume, income is relatively evenly
distributed in perfect competition. This is because of the assump-
tion of freedom of entry into any market. This competition keeps

' wages, rent, interest, and profits relatively equal in different °
markets.

In the discussion in this section, make sure you get students
to answer question by illustrating their conclusioms. don't let
students get by with mere yes or mo's. If a student contends that

s perfect competition promotes progress, make him explain why. Then
ask someone else to offer a counter argument.

The object here is to get the class to reach a realistic
understanding of the workings of an unrealistic, "pefect" market.

9. PERFECT MONOPOLY : B | T

A. Long-term behavioral objectives:

(1) Students can state the long-run effect of no competition on market
_price, profits, costs, and resource use.

(2) Students can state the effect of monopoly on economic freedom, '

justice, progress and stability. (See content outline for answers) .

|
’ ¢ .

(3). Students can compare the difference between market conduct in per-

foct competition and perfect monopoly wher by conduct we mean price
o . determination, quantity sold, dntroduction changes in the quality

of the product, and introduction changes in production methods. :'

. . , N U ’

(4) TFor any given difference in market cohduct, Students can’choose ™.
which difference in market structure accounts for the difference in
conduct. (e.g., profits are higher in monopoly because of the
existence of complete barriers to entry into the market.)

B. Experience objectives:

(1) From data on supply and demand conditions for a monopolist students
should be able to figure out how the monopolist sets price and quan-
tity sold and should be able to compare this with the perfectly
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competitive case. The big difference here is that the monopolist
must take into consideration the market demanc in deciding how
much .to sell. It will pay him to restrict output in order to keep
price high. Students should discover this for themselves by trying

to use the demand and cost data provided in the exercise on page
41 and 42

'(2) Students should reascn out what would happen if a competitor did
succeed in entering a monopolist's market..” Question 3 on page 44
gives students a chance to psych out the reactions. You should make
students combat each other, match wits ‘with each other to 1nvenr tatlcs
%, which Lucy and Linus would- use. '

(3) Students should draw conclusions about mondpoly by analyzing the .
advantages and disadvantages of monopoly and comparing it’-with per-
fect competition. 5, 6, and 7 on pages 45 and 46 'do this; but’ '
there is some ovcrlap in questlons. You may only want' to. use one
of these exercises. SR

Purpose: The purpose of this exercise is to give students a chance to -’
do some theoretical analysis themselves and, thereby, to start to inter-
nalze the effect of different competitive conditicns cn business bchavior
(conduct) . - This lesson leads up to the next lesson in which students are
introduced to the great diversity of competitive market conditions which
exis :s in the real world.

Teaching,Stratcgz' The answers to Part .V of the worksheet are given below.
There are realkly three different parts., those outlined in B ‘above. ' The
first: part.:is a puzzle which students.must work out and perhaps they can
best. do this in small groups. Give them 10 minutes to come up with the
answer, then start supplying hints until some group gets the answer.
The second part in which Linus enters the market may best be done as

a total class discussion) JAn which students respond to each other's, not
to your strategy. e i

* The third part is a summary, perhaps you can assign 4 and 5 on panes
44 and 45 as homework which you collect, then discuss. 6 in class to enable
students to get an accurate and complete table for number 6 on page 46. For
number 7, studénts should reéach conclusions similar to those stated above
in the General Purpose of lessons 3-6. Questions 4, 5, and 6 are somewhat
repetitive so you may only want to use one of thom in class. You could then
use one of the others as a quiz questioa. <

T

Answers to worksheet:

’

Part V - '

1. The Case of Lucy and The Frosted Freczes i

Assumé that Lucy wants to make the highest possible total profit.
. What should she do?

a. Can Lucy set the price? Yes

L
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B. What additional 1nformation must Lucy takc into consideration in de-
ciding what to do (as compared to the options open to a firm in a per-
fectly competitive market). :

Lucy must recognize that in order to sell mcre she has to lower price.
This is not true of firm in perfect competition where the firm can sell
as much as it cares to at the going price. In monopoly, the seller, must

take the'market demand intco comsideration. [

AT PR

C. Draw. Lucy s Supply Curve in Fiaure 1.
Straight horizontal line at 15¢ or straight vertical line at 84cones/wk

D. Determine market price and quantity sold. _ .
market price - 15¢. '
quantity she sells/week - 84
her total profits/week - $9,58 , . ,
Describe how price is determined: Lucy sets price to make the highest
profits, and allows buyers to buy as much as they want, or, alternatively,
she could restrict output to 84 cones. In this case, the price would..
settle at 15¢. ' S | .
Describe how quantity sold is determined‘ ( - W : L
If Lucy sets price, demand sets quantity sold. If Lucy sets quantity;
the demand side of the market competes to, set price. .

I

In the case presented above, Lucy is in a very good position to exploit her
nonopoly, because of the pcculiar nature of the demand for Frosted Freezes.
Below, you are given another denand schedule for Frosty Freezes. in the Peanut's
market.. Completc the columns of the table to calculate Lucy's best, output. .

and price, assuming she is a monopolist operatin under these demand conditions,
and the cost conditions shown in Table II.

" Table IIT

price/cone -+ quantity Total Total lQTotal
demanded revenue . Costs . Profit‘
. s per week | | '
5¢ . . . 127 6.35 4.80
6 . . . ", 123 ; 7.38 4,70 ,
7. . . 119 - ' 8.33 4.57
8 | L 114 " 9.12 Y42 |
‘9 T 7109 e 981 4,27 .| 5.54
10 103 T 10030 4.09 6.21
11 93 10.23 3.38 6.85 %,
12 83 9.96 3.23 6.73°
13 72 9.36 3.17 6.19 ,
14 61 8.54 3.11 5.43
3.02 4.48

15 50 . 1.50

a. Lucy will sell 93  cones per week at a pricc of 1 g per cone, and she
will make a total profit equal to _$6.85 -

BT emtar i = 4 b e e m Mt meldng s el f -
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b. Describe the difference between the two demand schedules. Why does
the first demand schedule allow Lucy to make higher profits and
charge a higher price? .

It is inelastic throughout.. This means it pays to sell at highest
price because at a higher, price less is sold so costs are lower
but revenue gets larger, the higher the price. The monopolist wins
both ways. At a low output costs are low and.revenue high.

c. What does this suggest about the ability of a momnopolist to exploit his
monopoly power? ans. The more _inelastic demand, the greater his
ability.to make high profits by restricting output. I

What happens if someone ~- Linus -- decides to start selling ¥rosted freezes
in competition with Lucy? (Better.start assuming that the initial cost of
entry 1s $5.00 for necessary capital goods which have an average life of 10

weeks).

5 .c.;r:'_,; 1. -

a. Can two businesses produceninfthis market. and still make profité? (Gse
the demand shown in Table II as the market demand). =~ Yes

b. Assume Linqﬁ‘s costs are the same as L@cy's (that is, he uses the same
production techniques as Lucy). What ways would he use to compete with ..
.- Lucy? - He wculd sell cones at a lower price, advertise, give better
. service. .

c. How would Linﬁs's competition affect LucY's demand curve (schedule)?
It would shift to the left, her demand-would decline. e P

d. How. would Linus's compefition affect Lucy's proﬁitéf'F'They would be reduced.

e, What actions do youi think Lucy might take, folibwing Linus's entry into

the market? ~ She would cut prices below the level which would bring in
any profit at all, and eventually force Linus out of business. If this
fails, she might try to make a deal (Students might come yp with many
possibilities here, the more specific the better). . L

Why are there monopolics and markets with a relatively few sellers? List as
many reasons as you can. i

a. wnatural monopolies:

(1) the firm controls 100% of an essential input

(2) the most efficient sized firm can easily supply the total market
b. Government protected monopolies

(1) tariffs

(2) patents

(3) government franchises or protected from competition
c. Overt tatics by monopolist to exclude competition

Are monopolies beneficial to the public? State both yes and no answers to
this question.

e nR e g e v by Mgk S WS TN Al o
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Disadventéges
a. The public pays a hlgher price for less output than would be pro-
duced under more competitive conditions. 7

1 b. There is no assurance that a monopolist will act in the public

£ interest unless it is profitable to do so, because of the lack of
competition. So the monopolist may use price d1scriminat10n,

may retard the 1ntroduct10n of new dlSCOVElleS

c. May deliberately restrict freedom of entry and thereby the ecérnomic -
freedom of others.

Advantages _ . ~
a. May use profits to develop a better product:“or means' of production.
b. May be most efficient to have only one firm.

ey,

? 6. Use the table below to summarizé’ the differences between' perfect competition .

and perfect monopoly. Complete the table for the case of pure mon0poly

(Supply & Demand CondltlonS) (Pr1ce Determmation, PERFORMANCE - "
- of competition'be- = - " ST
tween firms)

| PERFECT COMPETITION - T

% 1. Very large no. of fimms. 1. Firms cannot set price; 1.The price équals

. they can only adjust pro- cost of production

‘ . ) duction to try to get the and a normal profit.

‘ T o hlghest profit. e ‘ .

e ey Al o N Lt

- 2. No large sized firms - no 2. Whenever profits are 2. Profits ‘are just high

| firms have any control over abnormally high, new firms enough to keep firms’

§ "demand conditions. The firm's enter production. " producing,’but not high

) demand curve is a horizontal B | enough to induce new.

i line. = .. L T " firms to enter the in-

; o e ' I B dustry. -

| 3. Each f1rm produces a pro- 3. Firms copy each other s‘ 3. Firms prodiice cutput
duct ‘'which is idential ‘to _’inventions. 'using ‘the most efficient
that produced by his competi- e - " means of production.

tors.

PERFECT MONOPOLY - Please go on to the next page. T R




PERFECT MONOPOLY

Market Characteristics

Market Conduct

Market long-run K

Performance

1. One seller

2. Complete barriers
to entry

1. Monopolist sets price
or output at a level which
gives him the highest pro-
fit

2. Can use price discrim-
ination

3. The firm introduccs im-
provements in the product
and in the techniques of
production so as to make
the highest profit. e.g.,
a monopolist may not subs-
titute new techniques un-
til the old equipment is
worn out.

4. May try to exclude com-
petitors through pricing
policy, gov't. protection,
buying out competitors.

1. Price & profits are
higher than they would
be under comparable
conditions in perfect
competition.

2. Firm restricts out-
put.

3. Long-run excess ca-
pacity may persist(idle
capital)

4. May not produce out-
put as efficiently as
possible.

5. May spend profits

on research and develcp-
ment, but is not neces-
sarily compelled through
competition to introduce
these discoveries.

If you had your choice, which kind of world would you prefer --
Perfect Competition, or Perfect lMonopoly?
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C.

Product Differcntiation. The degree of product differentiation -

2 T
(2) The firm builds a small plant, i which case cost per unit R

is higher than that of competitors, reducing chances of “i{
earning adequate profits. ;

Capital requirements of entry and staying in the indﬁééry. nii

(Supply conditions) Initial cost of entry depends on the size
operation required to take advantage of economies of scale,

on the mcney required to meet losses for the first years until
the firm has obtained a profitable share of the market - the
importance of advertising and research and development to suc-
cessfully compete in the market. If there are high costs of
this sort, long-run investments in advertising and research and | =
development must be incurred for several years before there is
a pay-off.

Coatrol of essertial resources and absolute cost disadvantages.

4 b
b g

(1) If existirg firms coatrol raw materials, the personnel with
manszerial or iuventive skill, early stages of production,
it may be difficult for a new competitor to get cormand ‘of
these inputs at low enough prices to make a profit. Lo

Ll

e

(2) If existirg firms have pzionis,it 1s necessary to pay for the
use cof them, or it may be impossible to get permission to use
the patented processes at all.

£

(3) Ia these cases the new firm is at an absolute cost disadvantage.
It nust pay higher prices or use inferior inputs at the going
prices, and cost per unit will be high even with a size plant
vhich permits full economies of scale.

Degree of product differentiation. (demand conditions) To the
exten- that the suppliers can distinguish their product from that
of their competitors, they can build up consumer loyalty. The
possibility of product differentiation usually creates a barrier
to entry because it is more difficult and costly for new firms to
pry away customers from established firms.

whether or not the procuct is standardized - is also a major structural
characteristic of aa industry.

a.

Product differentiation describes a demand condition. Usually, A
in markets selling final products or services to consumers, the

preduct is differentiated. Personal services are, bty definition, j
differentiated. ;

Product differcmtiaticn refers to the consumer's reaction to

ifferences in the product or service of different competitors, 2
not to the phycical characteristics of the output. The output ;
produced by two competitors may actually be indistinguishable in
physical characteristics. If the consumer considers them different,
the prcduct is a diiferentiated product.




4, Price elasticity,of demand for the output of a given supplier.

A. High price elasticity (price responsiveness) means that there
are close substitutes and that the firm has little control over
.price. S L

B. Generally, the greater the market concentration, and uniformity
of product, the greater is price elasticity. Price elasticity
is a measure of market control. '

C. This is a demand condition.

5. Growth in demand for product. This is a demand condition.

6. Market Conduct: The competitive behavior or policies of firms in
the market. ‘There are three types of business policies of particular
interest.

A. Price competition: -price policies toward setting. price. -
1. How is price determined?
. 2%. How often do prices change? Are prices flexible, do: they
.+ i change whenever supply and demand conditions change?
B. Non-price competition: policies of. firms toward setting the
quality of the product.
-« 1s product policy influenced by attempts to differentiate
ti. the product? -
" -+ -1, through: advertising
2. packaging
3. model changes
4, model lines :
- 5, provision of “services

(1) How frequently and how much change is there in quality?

C. Policies to coerce rivals or to exclude competitors.

1. Is -.there preditory price cutting and price discrimination?

2. Are there barriers- to entry from vertical integration of
firms? (New firms must buy semi-finished materials from the
established firms and force a price squeeze?)

3, 'Is there government protection of existing firms from new
competition? - S R
4. 1Is there' collusion between existing firms to keep new firms
. B out? - . ,




GENERAL PURPOSE

1. Students learn how to classify real markets into three types of
imperfectly competitive market types on the basis of three demand
and supply characteristics.

2. Students survey some facts about specific U.S. industries and about
market concentration in the U.S.

3. Students conclude that most U.S. markets are somewhere between the
two extremes of perfect competition and perfect monopoly, and that
oligopoly markets are prevelent.

'CONTENT OUTLINE

1. Introduction to Industrial Organization: A method of studying industries.
The three sets of industry characteristics to study:

A." Market Structire: Thg‘éupply and demand conditioﬁs:(competitive

conditions) which exist ‘in a given market. There dre five major
types of conditions which are studied. They are interrelated,
but it is useful to 'separate them. T o o

1.

ve,
L]

‘Market concentration: Market concentration measurés the extent

of competition in the market. By concentration we mean the

number of firms supplying the market, and the relative import-

ance of the largest firms. ' a

a. Market concentration is a supply condition.

b. Market concentration is often measured by using concentration
‘ratios. A concentration ratio is the per cent of output
supplied by the latrgest four firms in the market. The higher
the concentration ratio, the greater the market concentration.

Barriers to Entry: Any conditions existiag in the market which

‘make it difficult for néw firms to enter production. Barriers
. to entry exist because of both supply and demand conditions in
.. the market. There are four important kinds of barriers to entry:

a. The existence of economies of scale. (Supply conditions)
Economies of scale exist when cost per unit of producing the
output declines as the §ize (scale) of the plant or firm
increases. The existence of mass production techniques in
an industry means the existence of economies of scale.
Economies of scale can inhibit new' firms because:

(1) the new firm must either build a plant big enough to take
advantage of these economies, in which case, a very large
capital investment is required to permit construction of
this size plant;
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Market Performance: The long-run consequences of market competition

A.

and conduct in the industry. To-what extent does the market perform-
ance promote the economic goals of economic justice, freedom, progress
and stability? .

The main direct effect of market operation directly affects all of
these goals, but the most important relation to examine is'the
relation between market organization and economic ‘progress.-

How efficiently does the market allocate resources?

How progressive is the industry in introducing improved quality
and more productive techniques of production?

II. 'Types of Markets

A. Markets are categorized into 5 main types of markets, according to the
first three market structure characteristics (concentration, barriers
to entry, product differntiation).

1.

5.

Perfect competition (actually, economists distinguish between per-
fect and pure competition, it is not necessary for us to make the
distinction, but if you wish to read about it, look at Samuelson).
Monopolistic Competition

Oligopoly with standardized product

Oligopoly with differentiated product

Perfect Monopoly

B. Three market types are listed according to degree of market power.
Generally speaking, market power of firms increases as these three
structural characteristics apprcach perfect monopoly market structure
conditions. The table oa page 40 of the student's program summarizes
the market classification system used here.

C. This classification system is arbitrary. Other people use other
classifications. For instance,

1.

2.

Divide markets into perfect competition, imperfect competition,
and perfect monopoly. This is a useful distinction, but almost
all real markets would be classified as cases of imperfect com-
petition, This distinction does not allow us enough leeway in
distinguishing between different real markets.

Divide markets into eight categories, all the combinations of the
first three market characteristic categories. This allows us to
distinguish between markets with effective barriers to entry and
those with ineffective barriers. Thus, we would have two kinds

of monopolistic competition.
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D, A real market usually does not fit perfectly into one of these
-, classifications. If it does, there are other distinguishing
nmarket structure characteristics of the market which make it
unique. Thus, the classification of two markets as monopolistic
icompetition, does not mean that the two markets have the same
market structure. Do not think of the classes as real. They
are types or models, useful for purposes of comparison.




Prerequisite Behavioral Objectives

The proficient student is one who:
1. Inserts in a matrix
a. the names of the five .types of market discussed,
b. the names of the three major characteristics .(i.e. concen-
tration, barriers to entry, and product differentiation),
c. states the degree of each characteristic present for each
type of market :

2. Given examples of two or more familiar products, .states which
~a» has the highest elasticity. .

-

3. Given statements, true and false, identifies that (those) which
is (are) an accurate example (s) of price elasticity.

4. Given statements, idehtifies that which correctly states the
relationship between growth rate and concentration. .

Y . . ]

Long-term Behav1nra1 Owtectivcs g et

1. Names the five types of .market discussed. ap ey bR

2. Names the three major characteristics discussed.
3. Given a description of the characteristics of ,a market type,
names the market. il
4. Given the name of a market, names the characteristics of that
B market”, P TY e WarrL co ,‘;:,
. }-u» | . .
5. Given the names of two or more ‘market types, states which is
(a) closest, and (b) most removed from pure monopoly.

6. Given data on a market type (e.g., the cigarette or steél in- <
..dustries), identifies.the .degree of the, three major chqracter—
istics present and classifies the market asﬁto .type;, :

AN "1'1 ;'.g - J.fll',’.‘

LR

' 7e, Giventhe nzmes of two or more market types, states whiqh has 1§L;;

. v.the greatest market power, and can state in writing why.

I te S x .t 4 . "o

b
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Experience Objectives

When he as completed the worksheet, thé student will havé done thé"
following: . e

1. 1Identified the three characteristics -as they are present in
a. ' perfect competition - ' | . o
b. peéerfect moriopoly SRR ot
c. monopolistic competition -
d. oligopolies No. 1 and No. 2

2. Completed a table showing the characteristics. of the ‘five market
types discussed. SR

3. Given characteristics, identified type ‘of market\described.

4. Given examples, identified type of market described.
5. Identified theé relationship -between market power and degree of
monopoly.

6. Identified the relationship between product differentiation and
market power. | ‘ :

7. Identified the relationship between market power and the growth
rate of demand.

8. Identified the relationships between price elasticity and
a. ease of :Substitution, - X
b. absolute price.

H . . .
t’_'-'.‘.,‘l Ve

A ceriteria test is provided to enable you and the studernts to find
out how successful students were in achieving the lesson objectives.

.
SRR ¥

- [RT R

Teaching Strategx

It ‘is probably important to discuss the implications of what they
have learned. Noneé of the markets fit the ''perfect" models. What does
this mean as far as business conduct in these industries is concerned?
Do theSe''industries’ operate in the public interest? How do they-operate?
The object of Lesson- 8:1s to-study a few industries in depth to arrive
at some hypotheses about the efficiency of industrial organization.
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UNIT II
LESSON NO, 8
3 WEEKS

INDUSTRY CASE STUDIES

Instructors' Materials
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Purpose of Tesson

Experience Objectives

Prerequisite Behavioral Objectives

Long-term Behavioral Objectives

How to Study an Industry g
Notes on Lesson Design and A Suggested Teaching Strategy
Notes on the Individual Case Studies*,r

Teacher's Essay on the Aluminum Industry

Teacher's Essay on the Automobile Industr;

Teacher's Essay on the Telephone Industry

Bibliography

Audio-Visual Materials

1.

2.

Introductory ten minute film on the aluminum industry history and
stages of production.*

Overhead transparencies of data on industry structure, conduct and
performance for the aluminum, automobile* and telephone industries.

Student Materials

Readings and data on the Aluminum industry structure; data on industry
performance.

Readings on the history and industry structure of the automobile industry
and data on industry structure and perfermance.

Readings on the history and industry structure of the telephone industry;
data on industry structure and performance.*

% These materials will not be ready until June, 1966.
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PURPOSE OF LESSON

Two main objectives of this lesson are: (1) té give students a chance
to study fairly carefully a group of industries illustrative of different
forms of market competition, and (2) to allow students to compare these in-
dustries and to use this comparison to state certain hypotheses about the
operation of the U.S. market system._  (The word hypotheses is ‘used instead of
conclusions because our intention is to allow students to practice using dgta
to make theoretical (scientific) conclusions which, by their hature, are
tentative and subject to further empirical testing. A primary.function of the
teacher should be to ﬁelp students learn to base hypotheses on'evidence--~ali
of the evidence--and to guard against over~generalizgtiqn.)

The third main objective of this lesson is for studenté to develop two

important attitudes: (1) scientific procedures can be and should be used to

t
et

study the operation of the market system and the solution of éroﬁléms.reléted
to improving the effectiveness of market operation, (2) all scieggific conclu-
sions aré-baséd'on evidence ‘and arehtentative; they are subject éo further
empirical testing and to revisigﬁ whenever conflicting evidence 1is uncovered,

The good scientist is a humble man.

f S
w— kit
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EXPERIENCE OBJECTIVES

In this lesson students study the structure, conduct and performance of
three industries -- primary aluminum and fabricated aluminum products, automo-
bile manufacture, and telephone service. They compare these industries and
make inferences about U.S. industry structure and the operation of the market
system in the U.S. This lesson is designed to serve the following'purpoées:

1. To provide students with some concrete examples of how the market system
works in the U.S. through studying industry organization and competitiomn
in specific industries. '

2. To give students enough background about a group of industries to enable
them to understand the justification, importance, and limitations of anti-
trust and public regulation of industry.

3. To enable students to use some simple tools of analysis developed by econ-
omists to study markets' and industries, involving analysis of industry
structure, conduct and performance.

4. To give students experience using factual evidence and rational decision
making procedures by requiring students to predict industry competitive
) behavior under different kinds of market conditions.

5. To give students some insight into business behavior and the effect of
competitive pressures by requiring them to make business decisions them-
selves.

6. To give students practice analyzing economic data using graphs and tables.

o ey

i Sacs g

7. To enable students to form a set of conclusions about the U.S. market
system, the nature of competition; the effects of competition on resource
allocation and purposes. These conclusions should be based on factual
evidence and the students' experience in carrying on the industry studies. 3
These conclusions should be the basis for developing rational attitudes ;
about the operation of the U.S. market system. |

Jiasest BG

a. Competition differs widely between industries because of differing
3 market conditions (market structure).

n s R S o e

b. Oligopoly markets are important in our economy because of the impor-
tance of mass production and because of the history of competition in

3‘ specific industries. i

c. The market structure which is best for the public in a given industry ‘ﬂ
depends to a large extent on the nature of the product and on the most :
efficient methods of producing it.

4y £ AN IR e ey S

d. Although monopoly and oligopoly markets have similar market structure
characteristics, there are substantial differences in market conduct
and performance. Oligopolist competitors must recognize the impact 3
of their actions on their rivals, and thus on the market as a whole.
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‘This mutual interdependence between competitors in an oligopoly

market makes it difficult for management to determine what policy
is best in any given situation. Therefore, it is difficult to pre-~
dict competitors' actions.

Because non-price competition is very important in selling a differf
entiated product in oligopoly markets, there is a considerable dif-
ference between the conduct and performance of type 1 and type 2
oligopolies. S .

The reasons for government intervention in markets are to protect
consuners from restriction of output and high prlces and competi -
tors from acts of coercion in oligopoly and monopoly markets.

The most effective way to effect a permanent change in industry con-
duct and performance is to alter industry market structure. However,
this is not always easy to do. Two examples will illustrate this.
The increased competition in the aluminum industry since World War II
is a result of deliberate Federal government action to alter market

structure by encouraglng entry of new firms. The current government

investigation of auto safety is an 1nvest1gat10q of lndustry conduct.
The most likely result of this public furor will be some improvement
in auto safety. How permanent will be this change Wlll depend on the
law, or on industry concern. Because there will be no change in the

competitive structure of the 1ndustry there can be no assurance that f
the condition will not recur.

e (TR T T o W -
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PREREQUISITE BEHAVIORAL GBJECTIVES

1, From zlternatives, students can recognize the definitions of and the dif-
ferences between the following groups of terms:

. economies of scale, absolute cost advantage;

product differentiation, standardized product;

. elasticity of demand, growth in demand;

. market structure, market conduct, market performance.

Q.o o

With respect to '"d", students should recognize from alternatives that
market structure means market supply and demand conditions; that market
conduct means competitive behavior related to price competition, product
competition and coercive conduct; that market performance is the long-run
level and changes in profits, prices, costs, quality of product, inventions.

2. With respect to a,b, and c, in objective 1. above, students should also
be able to choose from alternative examples the one which is an example
of -one of the categories, e.g., cigarettes is a differentiated product.

3. Given a list of examples of market structure, conduct and performance
for specific industries, students can classify the bahvior into the three
categories. For example, the items in the list shown in column 1 below
should be classified as shown in column 2.

Column 1 ‘Column_ 2 *
Industry Data or Behavior Type of Industry Characteristic
The gnndaifpréfit”rates for GM from 1940 - 1960. o performance
The average operation level of Ford Motor Co. in
1965 (% of capital equipment used) performance
Introduction of a new model Singer sewing machine conduct
Supermarket raiseé the price of Hill Bros. coffee conduct
There are 50 supermarkets in Stockton, Calif. structure
Proctor and Gamble spend $25,000,000 on TV advertising conduct

The average increase in auto sales in the U.S. is 5%
per year in the last twenty years structure

A 2% increase in gasoline prices causes a 1% drop in
gallons sold structure

One factory can produce efficiently all the tires
demanded in the U.S. structure

4. Given a description of the market structure of a given industry, students
can classify the information into the five major market structure charac-
teristics~--market concentration, barriers to entry, product differentia-
tion, demand elasticity and growth in demand, and be able to place the

characteristics which go into more than one category in all appropriate

categories. For each item will indicate whether it is a demand or supply
characteristic.
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LONG~TERM BEHAVIORAL OBJECTIVES

1. Given data on the structure of a given industry, students can predict
industry conduct-~the pricing policies, the type cf product competition,
and the existence of coercive tactics against competitors.

2. Given data on industry price competition or product competition conduct,
students can predict industry performance--long-run eff1c1ency of resource
allocation and the progressiveness of the 1ndustry :

3. Given knowledge about the industry's structure-and performance, and given

industry conditions in either the auto, telephone, or aluminum industry

‘ at a particular point in time, students can decide on a pricinyg or product

: policy and can justify their decision througzh correct use of the data pro-
vided in the problem. 1In this problem, the criteria for a correct answer
is the ability of the student to make a decision based on a logical con-

; sideration of all jiven market conditions. There may be several possible

actions which would be appropriate, ziven the stated circumstances.

: 4. Given data on performance for one of the three industries, students can

3 use the ziven evidence to evaluate the degree to which the industry operates
in the public interest, and can then cite the market structure characteris-
tics which account for each performance characteristic.

5. After all three industry studies are complete, and after class discussion
to draw conclusions about the operation of the U.S. market system, stu- -
dents can write a paragraph answering at lecast two of the followinyg ques-
tions. They can answer multiple-choice questions bearinz on the answers
to the remaining questions:

.  wiwe. ® ewat

a. In many important sectors of the U.S. economy, the demand and supply .
conditions are closer to conditions of monopoly than to conditions of {
perfect competition. Give at least four reasons and illustrate each,
using your knowledie of the six industries studied in lessons 7 and 8.

"Answers should be based on these six points:

Y

Pt

(a) there is a differentiated product, which means that each producer
‘has some control over buyers--there is some consumer loyalty.
This consumer loyalty may often be based on advertisin;, packaging :
and superficial model differences. | |

(b) the prevalence of mass production technlques means higzh costs of
starting a business. "

(¢) mass production techniques means national markets for many products.

(d) mass production means that demand is not bij enough to permit a
large number of sellerxs. i

3

_— .
k| . ...(e) mass.production means that new firms in a concentrated industry-- -
i are at an absolute cost disadvantage because the establlshed f1rms
have all the know-how and talent.
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(f) there is government protection of monopoly power in some instances.

Is there really any difference between industry conduct and performance
in monopoly and oligopoly markets?

Ans: There is more competition in an olijopoly market. In an oligo-
poly market, before a firm can take action regarding price or non-
price competition, the firm must assess the effect of this action on
competitors and cn the total market. Because of the mutual interde-
pendence of competitars in an oligopoly market, it is more difficulc
to predict the effect of a given policy. This uncertainty about the
results of enzasing in competition leads to rigid prices and infre-
quent but sometimes violent price competition in the form of a price
war or undercover discounts to customers. Nonprice competition is
more common.

The monopolist has more freedom to alter price to maximize profits,

and is under less pressure to engage in nonprice competition. The
monopolist's competition comes from firms in other industries, and

for this kind of competition the primary competitive tactic is to

use price discrimination to break into the new use for the monopolistic
product.

Is competition always beneficial to the public?

Ans: No. Nonprice competition is not necessarily beneficial since
it results in hijgh advertising, selling costs, and costs of changing
models. In addition, easy entry into an industry may result in there
being too many firms to enable all firms to produce at optimum capa-
city. Excess capacity exists. This is common in monopolistic com-
petition and in some oligopoly markets. Finally, constant price wars
and business failures can result in the deterioration of service to
the public. The existence of "ruinous' competition in industries,
such as trucking and airline transportation in the 1930's, led to-
government regulation of comvetition to restrict entyy and to stabil-
ize the industry.

Is there an ideal type of market which best protects the interests of
consumers? Give a complete justification for your answer.

Ans: Students should reply no; that the appropriate industry struc-
ture varies from market to market, dependinj; on the nature of the
product and the methods of production. Assuming that the market can
allow many firms to produce efficiently, competition between a larpe
number of firms is usually in the public interest. There are cases
where econonies of scale do not permit this. Students should cite
aluminum and auto manufacturing here, and they should recognize that
the auto industry could support more firms if it were not for the fact
that the product is sold to consumers and that, therefore, production
differentiation is important.

s o o i
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If students champion pure competition, they are being unrealistic,
because the market structure conditions for pure competition do not.
exist in many industries. '

Should we favor the promotion of free enterprise as a national 3zoal
if by that phrase we mean nongovernmental interference in industry
organization and control? Substantiate your opinion by using factual
evidence or conclusions drawn from economic theory. '

Ans: This question requires students to develop a logical argument

to substantiate their own opinions. Students may answer yes or no to
this question, dependiny on their own attitudes about economic freedom
versus other economic goals. Their answer should be consistent with
their own expressed values. If students are not in favor of jovern-
ment control, they should be able to trace the effects of no control,
and justify the refusal to resort to povernment control.

If students favor both nongovernmental intervention and competition,
their best argument is that although there may be more monopoly mar-
kets without government control of monopoly, these monopolists will
be c